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A Banker’s Diary 


THE behaviour of the Stock Exchange in recent weeks may seem at first glance 
to belie the contention, set forth in our opening article this month, that the 
budget has struck a further heavy blow at industrial capital. 
Inflation Mr. Gaitskell’s speech was the signal for a sharp rise in indus- 
and the trial equities—a movement that had been checked but not 
Markets — reversed when this issue of THE BANKER went to press. In 
nine business days the Industrial Share index compiled by the 
Financial Times gained as many points: on April 20 it stood at 131.8, com- 
pared with 122.6 on budget day and 99.8 at the low point reached in the 
autumn of 1949 (base date is July 1, 1935). That this boomlike response is 
no acknowledgment of soundness in the budget may be seen, however, by 
noting the inverse movement of the gilt-edged market. In that sector the 
Chancellor provoked renewed weakness : prices of long-dated and irredeemable 
stocks fell by 1} points or so in less than a week. There has been a little bear- 
covering since—partly as a result of expectations of an early election following 
the Cabinet reshuffle—but prices are still only a little above the nadir of the 
1949 slump. Taken together. these movements reflect the orthodox behaviour 
of security prices in face of intensified fears of inflation. So far from representing 
a welcoming approval of the budget, they are in effect a condemnation of it. 
This instinctive judgment of investors is in line with more scientific appraisal 
of the budget, as our opening editorial shows; though it is questionable whether 
the extent of the inflationary danger is quite as great, in the short run, as the 
violence of the rise in equities might seem to imply. One reason for this 
disparity is that the City is tending to judge the degree of threatened inflation 
by the extent to which it expects prices to rise, forgetting that a large part of 
the rise will be due to an inflation of real costs, especially import costs—a 
development that needs to be sharply distinguished from the inflation attribu- 
table to the excess of monetary demand. Another reason is that stock markets 
ever take the short view: they are content to bask in the official forecasts of 
steeper rises in profits this year than in 1950, without stopping to reflect upon 
the difficulties that industry will experience in financing, out of taxed profits, 
the greatly increased replacement cost of its capital, both fixed and floating— 
difficulties that will be aggravated by the increased distributed profits tax and 
the withdrawal of the initial allowances. Granted, however, that markets are 
taking the short view, the new profits tax has actually become a “ bull ” 
point—on the argument that, since it was deliberately chosen as an alternative 
to a legal limitation of dividends, companies have in effect been freed from 
any obligation to observe the dividend freeze; the Government has virtually 
committed itself not to criticize increases in dividends provided they are of 
Modest” extent. And since the prescription for disinflation in these past 
three years has been to try to secure equilibrium (more or less) by canalizing 
the financial counterpart of rising productivity into the budget surplus on the 
one hand and undistributed company profits on the other, there is now a 
considerable scope for bigger distributions—so long as the problems of financing 
capital replenishment are regarded merely as to-morrow’s problems, 
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GIVEN the market’s wholehearted acceptance of the case for equities, the 
weakness of gilt-edged is a logical reflex movement. Fixed-interest securities, 
indeed, would have been due for a fall even if the budget had 


Rising appeared to be sufficiently disinflationary. Such a budget 
Interest would have assured an equilibrium in the nation’s sav ings- 
Rates investment account without the aid of inflation; but it could 


not have prevented the rise in prices that results from the 
increase in import costs, and therefore would not have arrested the tendency 
for funds to move from fixed-interest securities into equities. The only cir- 
cumstance that might have checked that movement (though only temporarily) 
would have been an assurance from the Chancellor of determination to maintain 
cheap money for defence financing. The assumption that this might indeed 
be the Government’s policy has in fact provided a source of resistance in the 
market ever since Korea, though it had steadily lost force when the “ depart- 
ments ” repeatedly showed indifference to falling prices. It was never, how- 
ever, a feasible theory—except on the assumption thi . the Government had 
learnt nothing from the Daltonian failures of 1945-46. Now Mr. Gaitskell has 
blown it to pieces by remarking that “‘ the recent rise in the rate of interest ’ 
may exercise some check on the volume of investment. This makes it perfectly 
plain that he has no intention of resisting natural pressures on the market, but 
it seems equally clear that he is not contemplating measures designed to raise 
rates deliberately. In his closing speech in the budget debate he contended 
that tighter monetary policy would be powerless to prevent the rise in prices 
unless it ‘‘ was pushed so far as to create losses and unemployment ”’ 


[IN the circumstances, the pattern for control of capital outlays remains as 
before—by physical licensing of building and of certain basic materials, by 
formal control of new capital issues and informal control of 
New Rules bank advances. The new instructions sent last month to the 
for Capital Issues Committee do not, however, impose any general 
C.1.C. tightening. In the main they merely adjust the very broad 
priorities to the defence economy, by inserting a new priority 
category—projects essential for the defe nce” programme —ahead of the four 
categories laid down in the memorandum of April, 1949, which is now super- 
seded. The original four remain basically the same, though the definitions are 
slightly modified—not: ibly by relating import saving and export promotion 
less directly to dollar markets (though these still get the main emphasis). These 
categories relate to projects for new investment or expansion. Issues for the 
financing of higher inventory values are presumably covered by the phrase 
‘ effective maintenance of existing facilities for necessary goods and services ” 
The banks have again been asked—by letter from the Chancellor to the 
Governor of the Bank of England, for transmission to the banks and accepting 
houses—to observe in their lendings the same principles as those laid down 
for the C.I.C. Apart from this, the only new feature in the request made 
to them is that “in particular ’’ they should “ ensure that advances are not 
made for the increased finance of hire purchase, particularly of consumer 
goods’. The intention here, it seems, is to impose a ceiling, at the existing 
level, upon the volume of bank credit known to be used for hire purchase 
finance, whether of capital or consumer goods. 
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The rules governing bonus issues have been changed once again, this time 
more sensibly—but even rational changes cannot remove the illogical basis of 
this part of the control. Any issue is to be ruled out if the Committee considers 
that it is likely to lead to “ anything more than a modest increase in dividends 
distributed ”’ or if it involves “‘ distribution of capital appreciation which might 
lead to spending out of capital’’, or if it ‘‘ will enable tax liabilities to be 
reduced "’—provisions that are obviously aimed at issues of redeemable pre- 
ference shares made on bonus terms. A bonus issue or an issue containing a 
bonus element must also “relate as a single operation to the capitalization of 
true reserves ’’, must “ benefit the stability, cre dit or efficiency of the under- 
taking ’’, and must be in the “ public interest ’’ as indicated by the general 
priorities. This last rule is broader than the one it supersedes, but it remains 
to be seen whether the Committee will in fact deal more liberally and less 
unintelligibly with rights issues than it has done in the recent past. 


THE latest Balance of Payments White Paper shows that the United Kingdom 
ran an overall surplus of £229 millions in 1950; this compares with revised 
estimates of a surplus of £30 millions in 1949 and of deficits 


The of £30 millions and £545 millions in 1948 and 1947 respectively. 
Balance The impressive improve ment that occurred last year was 
of wholly the work of the invisible account. The adverse balance 


Payments on visible trade—at £153 millions—was the same in 1950 
as in 1949. The surplus on invisible account, however, rose 
from £183 millions in 1949 to £382 millions in 1950—partly because of smaller 
expenditure, but chiefly because of larger earnings, especially from overseas 
investments in rubber and other raw material enterprises and from the overseas 
operations of British oil companies. The regional break-down of the balance 
of payments shows some notable swings between 1949 and 1950. With O.E.E.C. 
countries, for example, the United Kingdom ran a surplus of £118 millions in 
1950, against a deficit of £8 millions in 1949. Similarly, the United Kingdom’s 
current payments deficit with the dollar area fell from £303 millions in 1949 to 
{111 millions in 1950, mainly because dollar exports and re- exports rose from 
£189 millions to £315 millions. The devaluation medicine has certainly 
been at work. The sterling area’s gold and dollar accounts last year 
showed a surplus of $805 millions ; of this, $788 millions was provided by 
the direct earnings of the overseas sterling area. This ‘‘ genuine ”’ surplus 
(which, however, included a fairly substantial inflow of speculative capital) 
was reinforced by E.R.P. reimbursements of $762 millions, and drawings of 
$45 millions on the Canadian loan. The total of these various items makes 
up the $1,612 millions by which the gold and dollar reserve was strengthened 
over the year. 

Unfortunately, it is already evident from the trade returns for the first 
three months of 1951 that the surplus that the United Kingdom achieved last 
year will not be repeated this year. The recent Economic Survey tentatively 
estimated that the overall deficit in the current year will be about £100 millions; 
on account of price alone the United Kingdom may have to face added import 
costs of about £700 millions in 1951, while another {150 millions may be 
needed to provide raw materials for a further increase in manufacturing 
Production and yet another {100 millions for special stockpiling purchases. 
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Higher export prices and invisible earnings should come some way to the 
rescue, although the net surplus yielded by invisibles will be reduced by the 
payments on the United States and Canadian lines of credit, which are due to 
begin at the end of 1951. The Chancellor, in his Budget speech, pointed to 
the waiver clauses attaching to both credits, but since he could not foretell 
now whether conditions at the end of the year would allow the waiver to be 
used, he announced that he was making provision for full payment of these 
liabilities. 

Meanwhile, however, the gold inflow continues and it is clear that the rest 
of the sterling area is still running a substantial dollar surplus. During the 
first three months of this year a net gold and dollar surplus of $360 millions, 
together with a remnant of $98 millions received from E.R.P. reimbursements, 
carried the gold reserve up by $458 millions to $3,758 millions. Last quarter's 
gold surplus included $76 millions received from the European Payments 
Union. Even this source of gold and dollars, however, was as much the result 
of exports from the overseas sterling area as from the United Kingdom. The 
net surplus of the United Kingdom with other E.P.U. countries is now dwind- 
ling, the figure for March being only some £5 millions against £3735 millions for 
February. A fuller tabulation of the changes in the gold and dollar reserve 
is shown in our usual table on page 298, while the implications of the present 
divergent trend of the external accounts of the overseas sterling area on the 


one hand and of Britain on the other are discussed in an article on page 252. 


[HE long-drawn-out conference on trade and tariffs that opened at Torquay 
last September ended on April 21 with the announcement that some 150 
bilateral agreements had been negotiated. The negotiations 
Results began with hopes pitched considerably higher than this. 
of [wenty-five countries participated in the conference as signa- 
Torquay tories of the General Agreement on Tariffs and Trade and a 
further seven countries negotiated at Torquay with a view to 
adhering to the Agreement. Since negotiations were opened not only between 
the existing members and the new-comers, but also between the existing 
members themselves, it had been hoped that*well over 300 separate agreements 
might be completed. Among the hopes that were disappointed was that a new 
agreement would be negotiated between the United States and the United 
Kingdom. Unfortunately American offers of tariff reductions were deemed 
inadequate to justify the reductions in margins of preference that the United 
States hoped to obtain not only from Great Britain but from other members 
of the Commonwealth. Among the other frustrated agreements were those 
between the United States on the one hand and Australia, New Zealand and 
South Africa on the other. In all these cases Imperial preferences appear to 
have been the stumbling block. 
It would, however, be unfair to write down the tariff talks at Torquay asa 
total failure. Since they had been preceded by two similar tariff negotiations 
the meeting in Geneva in 1947 and that in Annecy in 1949—the room 
for concessions was rather narrow from the start. The main scope for con- 
cessions lay in the negotiations with the new-comers—especially those with 
Germany. When the full results of the tariff discussions are published towards 
the middle of this month, they will probably show that Germany has reduced 
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the rates of duty on nearly 800 items in its tariffs and has bound another 
600 against further increase. 

The other main achievement in the Torquay conference has been to con- 
solidate and extend for a further three years the concessions agreed to at the 
previous conferences. It would, however, be courting illusion to pretend that 
the cause for which the General Agreement stands has improved during the 
six months spent in negotiations in Torquay. Quite apart from the damaging 
deadlock in tariff negotiations between the United States and the greater part 
of the Commonwealth bloc, three main clouds have hung over the conference. 
These have been the final abandonment of hopes that the charter of the Inter- 
national Trade Organization might be ratified, the increasing difficulties 
encountered by the United States Administration in inducing Congress to 
renew the Reciprocal Trade Agreements Act, and the open clash between the 
United States and the United Kingdom on whether British gold reserves are 
now sufficient to allow a gradual loosening of the restrictions on dollar imports 
into the sterling area. None of these difficulties has been resolved. 


BANK advances apparently expanded even more rapidly in March than they 
did in February. The monthly statement of the London clearing banks showed 
an increase in advances of nearly £51 millions in the four 
Rise in weeks to March 21, compared with an increase of £62 millions 
Bank in the five weeks before that; the real increase in February, 
Advances _ however, had been overstated—and that in March understated 
—by about £10 millions because of the distortion wrought by 
the Irish bank strike on the published advances of the National Bank. In 
February and March, 1950, when post-devaluation influences were still at their 


March, Change on 
1951 Month Year 
£m. fém. £m. 
Deposits .. ra ai ne 6030.5 = 22 + 253.0 
’ Net.” Deposits * ... i 5807.9 = 27.2 + 220.5 
Oo, + 
oO} 
Cash ie Sa he 489.0 (8.10) 7.2 : 4.0 
Money Market Assets .. ea 1849.7 (30.7) 24.0 t+ 2F0.5 
Call Money .. =e a 537-0 ( 8.9) : 56 3.4 
Bills .. 1312.7 (21.8) = 29.8 207.1 
Treasury Deposit Receipts os 234.0 ( 3.9) 50.5 210.0 
Investments and Advances 3305.7 (54.8) + §9.3 +. 209.2 
Investments 1552.1 (25.7) + 8.4 + 49.2 
Advances 1753.6 (29.1) + 50.9 + 160.0 





* After deducting items in course of collection. + Ratio of assets to published deposits. 


height, clearing bank advances rose by £40 millions and £29 millions respec- 
tively; it is clear, therefore, that the increases this year were considerably 
greater than seasonal influences alone could explain. There was also another 
increase in bank investments in March; this increase, however, which amounted 
to £8} millions, was more than accounted for by new purchases by the 
Midland Bank. 


While the bank’s two most remunerative assets were expanding at a faster 
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rate than last year, net repayments of floating debt by the Government were 
approxim: itely up to last year’s level. The banks’ holdings of Treasury deposit 
receipts, money market assets and cash ran down by over £87 millions in March, 
1951, as in March, 1950. Holdings of Treasury deposit receipts, at {£234 
millions, struck a new post-war low, but net borrowing on this instrument has 
started again since the turn of the financial year. In the months ahead, the 
Exchequer’s calls on the banks may be lessened as a result of its receipts from 
the sterling counterpart of the external deficit; against this, however, the 
Exchequer’s cash payments inside the country will exceed its cash receipts 
this year, whereas last year they fell short of them by £200 millions or more. 
If there is any increase in net bank deposits this year, however—and in view 
of the expected increase in prices there almost ce rtainly will be—the greater 
part of that increase is perhaps more likely to be accounted for by a rise in 
advances than in floating debt holdings. The big proviso here, however, is that 
the present faltering in commodity prices does not turn into a substantial fall. 

























IN a few days’ time the Festival of Britain will be under way. The inter- 
national crisis has not, after all, been allowed to do more than to snatch away 
—presumably for sterner purposes—the intricate equipment 








The with which visitors to the South Bank would otherwise have 
Festival beguiled themselves in sending radar messages to the moon. 
and the It is significant, however, that while the main accent at the 

Banks opening of the 1851 Exhibition was on the future (and how 






rosy the immediate industrial future for Britain was!), the 
main accent in 1951 is on the past. This emphasis on the history and great 
traditions of London comes out clearly in the preparations that the banks 
have made for festival year. It is the main theme of the handsome booklet 
issued, for overseas circulation only, by Barclays Bank, and also of the special 
Festival supplement brought out by the editors of the MWestminster Bank 
Review; it finds a proud echo in the special brochures that have been issued by 
Lloyds and the Midland for overseas and provincial visitors to London. 

The effect that the Festival itself will-have on banking business depends 
mainly on its success in attracting overseas visitors—and later overseas orders 
—to Britain. Reports so far suggest that tourists from the dollar area may not 
flock here in much greater numbers than they did in 1950, but that the number 
of visitors from other areas should certainly be increased. Shipping lines from 
the Dominions, in particular, already have their passenger lists filled far beyond 
capacity and it is from them, from Europe and from the provincial areas of 
Britain itself that the main bulk of the million advance orders for tickets to 
the South Bank exhibition seem to have come. Warm weather and cold war 
permitting, there is an average chance that what has been an average start 
wil) be turned into a flourishing success. 
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A Stop-Gap Budget 


HERE have been many worse budgets than Mr. Gaitskell’s. Judged by 
[tee standards of the post-war years, and by the strength of the political 

pressures from the left-wing both of the Government and of the Labour 
Party, it was even a courageous budget. In these political terms, it is no small 
achievement for a young Chancellor to have succeeded, in such a year as this, 
in holding to the £410 millions limit on the cost-of-living subsidies, in cutting 
down (though only slightly) the departmental estimates for the Health Service 
and in driving the first breach into the principle that its facilities should be 
‘free’. But if the nation has reason to be grateful for this courage and for 
these achievements, it is only because they have sufficed to avoid policies that 
would have been disastrous. Measured by the wider needs of the nation at 
this outset of its three-year rearmament effort, this is still a budget of insuffi- 
cient courage—because it shrinks from the major task of re-shaping the fiscal 
system for the further loads that will be successively thrust upon it in 1952, 
in 1953, and perhaps in later years as well. If Mr. Gaitskell’s budget is strong 
enough to cope reasonably with this year’s problem—and there is room for 
doubt about that—it will still leave the nation without hope for the future, 
without hope that the three-year defence burden will be carried in such a way 
as to avoid the threatened damage to the fabric of the national economy. In 
so far as this budget does give any pointers to future policy, it even seems to 
retreat from previous assurances that rearmament would be financed without 
“mortgaging the future ’’—because the only future retrenchment that is 
implicit in these proposals is retrenchment in industrial investment, the very 
part of the investment programme that is crucial for productivity. 

This article will consider each of these questions in turn, examining first the 
general reactions to the budget, secondly its adequacy to cope with the threat 
of inflation this year, and, finally, the longer-range problems—including some 
guesses about the size of the fiscal burdens of 1952-53 and 1953-54. 


POPULARITY MISPLACED 

This year, Mr. Gaitskell claimed, it was impossible for a budget to be both 
honest and popular. But judging from the strictly popular reaction, he has 
in fact achieved the impossible. Never before in peace-time has so much 
extra taxation been imposed with so little general outcry. Mr. Gaitskell appears 
to ordinary folk to have performed a conjuring trick—to have found a way, in 
defiance of all the prophets, of financing rearmament by putting nearly all 
the burden on profits, on industry, on motorists and on the relativ ely well-to-do. 

The popularity thus e ngendered will not last long. The man in the street 
will learn soon the real meaning of the stabilization of the cost-of-living sub- 
sidies. This budget, whatever its faults, has not blinked the basic fact that, 
when consumption has to be cut to release real resources, a substantial part of 
the retrenchment must be made by the broad mass of consumers. The Chan- 
cellor has mere ly decided, as discerning observers felt sure he would do, that 
most of the sacrifices required of the lower income groups will be exacted 
automatically by the impact of rising prices. The burden thus imposed will, 
indeed, be even heavier than earlier official estimates had implied. The bill 
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for imports will this year show the staggering increase of 36 per cent., or £850 
millions, ef which no less than £700 millions (nearly twice the Chancellor’s 
earlier estimate) will be due to the rise in prices. This rise in import prices, 
together with increases in domestic costs that are already in sight, will raise 
the total price of all goods and services entering into consumption by no less 
than £630 miilions—apart from any increase that may result from a continuing 
inflationary excess of domestic demand. But although consumers will pay at 
least this £630 millions more, the physical volume of the goods and services 
they buy will, according to the official estimates, be £50 millions less than in 
1950 (at the prices ruling at the end of that year). With such figures in mind, 
it is clear that this budget, though it appears at first glance to reprieve the 
lower income groups, cannot justly be assailed as a partisan prescription for 
apportioning this year’s burdens—however dangerous its longer-run effects 


mav be. 


SocIAList DoGMA MODIFIED ? 

In this context Mr. Gaitskell deserves congratulation for having done his 
duty as an objective Chancellor. He has refused to be tied by past conventions 
of Socialist finance. Although the wages “ stabilization ’’ policy, a corner- 
stone of the financial edifice in the past three vears, will finally collapse under 
the weight of the coming rise in prices, the Chancellor has resisted all pleas that 
he should try to shore up the structure by extending the system of subsidies, 
He thereby ensures that the rise in prices will exert its due effect, cushioning 
the burden only at one really necessitous point, where it presses on the old-age 
pensioners. Even there, he gives his relief wisely, in such a manner as to 
encourage people to stay longer at work and by proposals that prepare the 
way for a general increase in the retirement age. Moreover, his decision to 
extinguish the surplus on the National Insurance Fund—which he described 
as purely a technical measure—closes a loop-hole through which extravagance 
might have seeped in future. If any subsequent increases in benefits or in 
the cost of existing benefits force the Fund into deficit, there will be at least 
a presumptive case for insisting that they should be financed by increases in 
rates of contribution, whereas under the old system there was the persistent 
danger that they would be met merely by raiding the surplus created by the 
Exchequer grants. It should be noted, too, that in giving relief to the family 
man from the increased income tax, Mr. Gaitskell has deliberately chosen the 
method that spreads the aid right across the board, instead of v irtually limiting 
it (as the alternative method of bigger family allowances would have done) to 
those with incomes in the lower tax brackets; there is an implied admission 
here of the difficulties of the middle classes. Last, but far from least, there is 
the setting of the limit “ for the time being ” of £400 millions on the net cost 
of the Health Service and the introduction of partial charges for dentures and 
spectacles—a change of much greater moment than might be inferred from the 
relatively small re sailinas vield (£25 millions in a full year, or two-thirds of the 
cost of the additional old age pe ot a In all these matters, Mr. Gaitskell 
has revealed good sense and a sturdy independence, with vision unfe fee by 
the blinkers of Socialist dogma. More is the pity that his measures against 
industry and against capital both spoil this budget and pile up trouble for 


the future. 
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ARITHMETIC OF DISINFLATION 

With these exceptions, the prescription for this year is as honest and as 
fair as the Chancellor claimed it to be. His third claim—that it is also ‘‘ sound ”’ 
in the sense that it offers a sufficient resistance to the fast-mounting pressure 
of inflation—is more debatable. It should be emphasized at the outset, how- 
ever, that the doubts on this score do not arise from the departure that the 
Chancellor is widely supposed to have made from the principles of disinfla- 
tionary budgeting as practised in the Crippsian budgets. The principle of 
disinflation, it is being affirmed (even by some of the pundits who should 
know better), is enshrined in the notion that the Chancellor should look to his 
“ below-line '’ expenditure as well as that ‘‘ above-line ’’’, and should budget 
for a balance “‘ overall’. The truth is, as all readers of THE BANKER will be 
aware, that the aim of disinflationary budgeting is to ensure, so far as possible, 
that the nation’s total savings, created without the aid of inflation, will corres- 
pond to the expected total of its investment outlays. The “ below-line ”’ 
expenditures of the central Government, in so far as they come into the 
reckoning at all (some of them, such as E.P.T. refunds and war damage pay- 
ments, can be excluded, because they are mere transfers of savings), are mostly 
accounted separately as part of these total investment outlays that have to be 
financed. Since all relevant capital items are reckoned in this way, the savings 
that the central Government needs to contribute to the general pool in an 
effort to secure a disinflationary balance on the notional savings-investment 
account for the whole economy are represented by a surplus on its “ true 
current account '"—an account that most nearly approximates to, though it 
is not identical with, the “ above-line "’ account of the new Alternative Classifi- 
cation of the Exchequer Return (shown in the table on page 248). This prin- 
ciple, which Mr. Gaitskell expounded much more clearly than ever Sir Stafford 
Cripps did, was just as much the basis of the Crippsian budgets as it is of this 
vear’s. There has been no change in underlying objectives at all; the only 
change has been a more forthright and strictly logical exposition of them. 
Hence any charge that this budget, which some people found unexpectedly 
lenient, is insufficiently disinflationary does not rest on the simple fact that 
it provides for a substantial “ overall “ deficit (actually one of £457 millions) 
whereas last year’s budget provided for an approximate overall balance and 
actually resulted in an overall surplus of £247 millions. It was merely for- 
tuitous, as Mr. Gaitskell pointed out, that the prospective true current surplus 
that Sir Stafford deemed necessary for disinflationary finance in 1949 and 
1950 happened to correspond, almost exactly, to a prospective overall balance 
in the Exchequer accounts. 

If the lay reader bears this in mind, he will the more readily understand 
how a Chancellor, confronted on the old basis of taxation with a deterioration 
of no less than £819 millions in his conventional ‘ above-line ’’ account and 
of {842 millions in his overall account, should have been able to estimate the 
disinflationary gap to be bridged by budgetary measures at only £150 millions. 
His reconciliation of these disparate figures is summarized in the first part of 
Table I; broadly speaking, it ise xpk ined by the fact, first, that £344 millions 
of the deterioration in the conventional accounts arose from capital transactions 
(which have to be excluded) and, secondly, that £325 millions of the resultant 
true deterioration in central Government savings was offset by an assumed 
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increase in other savings and by a decline in the expected total of the investment 
to be financed. 


THE “ Gap ”’ UNDER-ESTIMATED ? 

In appraising this budget for the short run, the question at issue is not the 
logic of these successive adjustments—for, in principle, they are unexception- 
able—but whether Mr. Gaitskell’s guesses assign the right quantities to them, 
whether, in short, he has under-estimated the inflationary gap and over- 
estimated the disinflationary strength of his proposals for bridging it. There 
are some grounds for believing that he may have erred in both of these ways, 
The £150 millions gap that he assumed for the fiscal year 1951-52 is very close 


TABLE I 


\RITHMETIC OF THE GAP 


£ millions) 


Before Tax Changes Estimated Effect of Budget Changes 
Increase in expenditure sis a 939 Decrease in public saving due to 
Increase in revenue . ick , 120 pensions increases ea - - 19 
Increase in income tax én + 72 
Deterioration in above-line "’ Increase in revenue from profits tax 4+ 5 
surplus* .. oe - ; - 819 Increase in company savings as result 
of higher profits tax Sg .« + BO 
Exclude Capital Itents Increase in petrol duty — -. + 35 
Increase in strategic stockpiling .. 130 Increase in entertainments duty .. + 6 
Cessation of draft on trading stocks - Ill Increase in purchase tax... -- $2 
Other capital items (net) ; 5 - 103 
lotal capital items+ .. ‘ - 344 Increase in total savings .. +150 


E vpecte Z Saving 


Decrease in true current surplus }.. 475 
Decrease in other — authorities’ 
saving , 5 : 15 
Increase in pris ate saving .. ; 170 
Decrease in total saving ; 320 
Investment Programin . 
Increase in home investment ; 30 
Decrease in external investment .. - 200 
Decrease in total investment 2, 170 


Gap between expected savings and 
intended investment ‘a - - 150 





+ 


* Deterioration that would have occurred in ‘‘ above-line”’ surplus shown in Table III but 
for the new tax changes. 

+ Equal to net change in items shown “‘above-line’’ in the conventional accounts (see Table 
III), but shifted ‘‘ below-line ’’ in the alternative classification (see Table IV). 

+ Deterioration that would have occurred in ‘“ above-line’’ surplus shown in Table IV but 
for the new tax changes. 


to the amount implied by the Economic Survey’s estimates for the calendar 
vear (see Table II), since these estimates showed a gap of £113 millions plus 
whatever decline was expected to occur in personal savings from their esti- 
mated Jevel in 1950 of £332 millions. The Survey itself admitted that a fall 
was likely, and it also emph: isized that, since defence outlays will be rising 
steeply, calculations based on the calendar year understated the extent of the 








oa —=s & = 


v7) 


m 
Sl 


Gr 
Ov 


To 


Su 
Wa 


Sur 
De; 
Inc 
Un 


Tot 
Per 


Tot 


tax 


pro 
div 
of 1 
Mr. 


ment 


t the 
tion- 
hem, 
OVET- 
Phere 
ways. 
clos 


(I but 
Table 


V but 


ndar 


plus 
esti- 
1 fall 
ising 
f the 





4 STOP-GAP BUDGET 





245 





whole problem for the fiscal year. Allowance for these factors plainly pointed 
to an official estimate of about £150 millions for the 1951-52 gap. But this 
estimate rested absolutely upon the assumption that the volume of industrial 
production will rise by 4 per cent., and the Survey bluntly stated that “ we 
cannot count ”’ on getting sufficient supplies of scarce raw materials to support 
such an increase. It emphasized, too, that a shortfall of 1 per cent. from this 
target would represent a loss of {80 millions, and that every effort would have 
to be made to ensure that any loss of this sort was met by additional cuts in 
consumption. Nothing has happened in the short period since the Survey was 
prepared to lessen the fear that additional cuts will be needed. On the con- 
trary, the risks look even greater now. 


REPERCUSSIONS ON SAVINGS 
Apart from this, it is not certain that the Chancellor’s disinflationary 
measures will fortify the savings-investment account as substantially as he 
supposed. Three assumptions, in particular, are open to question. First, there 
is the expectation that the increase in the distributed profits tax will in effect 


TABLE II 
THE FINANCE OF INVESTMENT * 


(£ millions) 


























| | 
1948 1949 | 1950 1951 
Forecast 
ee ee eal ah ee =| eee ee Serene RACE 
Gross domestic investment - aa a — 2,120 | 2,207 | 2,27 2,415 
Overseas surplus or deficit oy re aa <> 2 | 30 229 — 100 
{ 
Total sums required to be set aside Se a" a 2,090 | 2,327 | 2,506 2,315 
Surplus on current account of Central Government... _| 310 | 313 «| 481 15 
War damage payments and other transfers from Central } 
Government to private capital account ai em 204 | 235 | 145 130 
less Death duties and other taxes on capital os i Sie 253 | — 188 — 185 
Surplus of local authorities and National Insurance Funds | 135 | 180 195 180 
Depreciation allowances .. wa a aia -- | 845 1,027 1,124 1,120 
Increases‘in business tax reserves .. <a a aa 154 - ee 118 530 
Undistributed profits ws cas aie ve ive 524  4e7 | 5609 780 
less Provision for stock appreciation by companies and | 
. : ‘ 
public authorities a 0 sca v -. | — 185 - 17 | -— 270 — 700 
Total other than personal saving a oe -- | 1,773 | 1,960 | 2,174 1,870 
Personal saving required | 317 |} 353 | 332 445 
— phiconinsoceininneinists Riseamess Seeeere eeeeee 
Total sums required to be set aside ae aa me 2,090 | 2,327 | 2,506 2,315 
| 


* Estimates given in Economic Survey for calendar years; those for 1951 assume 1950-5! 
tax rates. 


produce on balance a reduction of some £35 millions in the net amount of 
dividends distributed this year; unless this happens, the additional £5 millions 
of taxation (net) and the £30 millions of additional tax provisions upon which 
Mr. Gaitskell counted will be financed partly by drafts on undistributed profits 

-in other words, by depleting private savings already written into his estimate 
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of the gap. City observers, as the post-budget boom in equities plainly shows, 
do not expect any such reversal in dividend policies; and the Chancellor, in 
his closing speech in the budget debate, even seemed to be agreeing with 
them—he remarked that he was “ not asking or suggesting ’’ that boards of 
directors should reduce dividends below last year’s rates. Secondly, the un- 
expected withdrawal of the initial allowances on new plant and machinery, 
though it will not affect expenditure incurred before April 6 next, is expected 


TABLE III 
s§,OUTTURN AND 1951-52 BUDGET ESTIMATE 


CONVENTIONAI 


afte 


1950-51 
Actual 
Inland Revenue 2,038 
Customs and Excise 1,630 
Motor Duties 62 


Revenue 


Total Tax Reven 
Surplus Stores 
Trading Services an 

(Net Receipt) 
Broadcast Licences 
Sundry Loans 
Miscellaneous 


Total Revenue 


Receipts 
Luterest outside Budget 
Export Guarantees —-Re] 
Housing receipts from Vot 


Local Authorities 
Repayments 


Coal Nationalization 
Repayments 


Film Corporation 
Repayments 


rotal Receipts 73 


Net Sum borrowed or met from 
Surplus 473 


546 
Total Receipts 4,051 


Items below the line are : 


1. Receipts applicable by statute to debt interest which would otherwise be 


1O51 


FORM OF ACCOUNTS 


52 taxation changes) 


£ millions 


ABOVE 
52 | Expenditure 


1951 


THE LINE 


Estimate 


2,302 
1.651 


62 


BELOW 


2. Receipts applicable to debt redemption. 
3. Payments for which the Treasury has power to borrow 


Interest on Debt 
Sinking Funds 
Northern Ireland 
Miscellaneous 


Total Consolidated Fund Services 
Defence 


Civil .. c 
Tax Collection 


Supply : 


Total Supply 
Total Expenditure 


Surplus 


THE LINE* 
Payments 


Interest outside Budget 
Export Guarantees 
Post-War Credits és 
Excess Profits Tax Refunds 
*War Damage _.. ae “ 
Advances for Temporary Hous- 
ing, &c. P as a 
Loans to Local Authorities 
Loans for New Towns Develop- 
ment .. oe es = 
Loans to Film Corporation 
Town and Country Planning 
Issues to Central Land Board 
Coal Nationalization— 
Working Capital, &c. 
Raw Cotton Commission 
Working Capital 
Overseas Resources— 
Colonial Development 
Overseas Food is 
Armed Forces—Housing 


Total Payments 


Total Payments 


1950-51 
| Actual | Estimat 
| 478 | 515 
19 | 20 
38 | 38 


10 


1951-52 


| 545 


ae 


1,902 | 
34 
2713 


3,258 | 
720 
3,978 


| 3,804 | ~ 4am 


paid out of revenue. 
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to help to ensure a “ significant "’ fall in civil investment outlays this year 
(a fall likewise written into the estimate of the gap). The tendency will surely 
be for businesses, wherever possible, to accelerate their capital schemes, and 
especially their purchases of specific items of equipment, to secure the allow- 
ances this year. Admittedly, sheer physical shortages and the length of 
delivery schedules will set limits to this process, but it surely ought not 
to be entirely left out of the reckoning. At the very least, it is likely to inflate 
prices of secondhand tools and vehicles, and may have the effect of diverting 
equipment away from the defence programme. 

Thirdly, the Chancellor apparently assumes that his increases in other 
taxes—on income, entertainments, petrol and purchase tax—will not be 
partially financed by cutting down private saving. The additional income 
tax on undistribute d company profits will reduce savings automatically; and, 
even in the financing of personal tax, it is probable that a similar tendency will 
operate to some exte nt. Again, the Chancellor argued that the effect of the 
petrol tax on the costs of public transport was too slight to justify any increase 
in charges; but, if this were so, it would merely mean that the tax, being met 
from corporate savings, would have no disinflationary effect. Finally, it will 
be surprising if the cuts in consumption enforced by this budget do not embrace 
the high revenue-yielding items, such as beer and tobacco. 

These considerations all imply that the formula for disinflation this year is 
sill not strong enough. There are, however, one or two possibilities that 
may palliate its inadequacy. The estimates assume that the current surplus 
on the external balance of payments will run down from the 1950-51 figure 
of about £200 millions to zero, even though the physical volume of exports is 
raised by £100 millions and an additional £500 millions is earned through the rise 
in export prices and in invisible income. If these targets are not attained, 
the external account will run into deficit, and the retention of goods at home 
may temporarily relieve some of the domestic pressure of inflation. A similar 
non-recurring relief will also be obtained from a running down of domestic 
stocks of consumption goods; it appears that this particular draft on stocks 
has not been fully reckoned in the official estimates of home investment. It is 
also conceivable that the wave of forestalling buying—of clothes and carpets 
and the like—in which the public has lately been indulging may shortly give 
place to a phase of necessary re inforcement of its finances, so that for a time 
personal savings may benefit. gainst this, however, is the fact that the 
official estimates appear to assume only a small fall in personal savings over 
the year as a whole. The £170 millions increase in total private savings that 
Mr. Gaitskell assumed for the fiscal year is only £19 millions less than the 
Economic Survey’s estimate of the increase in gross savings by companies in 
the calendar year. Allowing for the fact that “the curve of profits is rising, 
the assumed fall in personal savings appears to be, say, {25 to £30 millions, 
or less than 10 per cent. Finally, there is plainly a danger that wages will 
follow the rise in prices very much more rapidly than they have done in the 
past; the Chancellor has not disclosed how large a rise has been reckoned in 
his calculations. 

On balance, this budget is unlikely to extinguish the inflationary excess of 
demand, which will therefore add an impetus to the accelerating movement 
of the prices-wages spiral that will in any case result this year from the rise in 
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import prices. The prospect may not be as wildly inflationary (and certainly 




































































































































not as advantageous for equity shares) as the Stock Exchange has lately been 1 
assuming. Most market judgments are still blurred by a failure to distinguish v 
the separate causes of the rise in prices—increased re al costs on the one hand a 
and an excess of monetary demand on the other. This distinction, which 
has vital implications, was fully explained in THE BANKER last month (in an 
article entitled ‘“‘Inflation’s New Guise’). Here it is sufficient to point out 
al 
TABLE IV co 
1050-51 OUTTURN AND 1951-52 BUDGET ESTIMATE pe 
ALTERNATIVE CLASSIFICATION pr 
(after 1951-52 taxation changes) Sp 
wa 
£ millions 1S 
ms ye 
REVENUE ITEMS be 
P ili ae an i DO 
Receipts 1950-51); 1951-52 Payments 1950-51; 1951-5: ‘ 
Actual | Estimate Actual | Estimate to 
Tax Revenue .. 3,730 4,015 Interest on Debt 478 515 
Broadcast Licences | 13 14 | be 
Sundry Loans (Interest) 9 9 Interest outside Budget 37 | 46 b 
Miscellaneous 20 ot | ‘ 
Interest outside Budget ; 37 46 Post-war Credits 17 id 
Housing receipts from Vote 20 4) | ba 
Other Expenditure nae 2,736 3,356 mé 
Total Revenue Receipts ; 3,829 | 4,158 Total Revenue Payments .. 3,268 | 3,934 
Surplus al 
3,829 | 4,158 vol 
| har 
thi 
LOANS AND OTHER NON-REVENUE ITEMS in 
dot 
Receipts Payments nee 
surplus Stores $5 20 Sinking Funds .. 19 | 20 ved 
Export Guarantees 9 | 8 4 
Trading Services and Post Office Excess Profits Tax Refunds .. | 10 6 nat 
(Net Receipt) 82 ao War Damage .. | 94 87 
Capital Items in Civil ‘Sup p ily | | by 
sundry Loans (Principal! 18 Ls - Expenditure .. RO | 110 . 
Loans, &c., in Civil ‘Supply | N01 
Miscellaneous 61 51 Expenditure ; 40 | 50 I 
Rise in trading stocks, Ke. 108 3 aDO 
Export Guarantees Stockpiling of Strategic Reserves 13 143 to | 
Repayments l I Advances for Temporary Hous- | ; 
ing, &e. ; 6 | 7 tha 
Local Authorities Loans to Local Authorities .. | 3135 300 
Repayments Ss il Loans for New Towns Develop- | cuts 
ment . ot 5 | 18 , 
«‘oal Nationalization Loans to Film Corporation — 1 | 2 ind 
tepayments 7 d Town and Country Planning | oe 
Issues to Central Land Board . 12 Xl 
Film Corporation Coal Nationalization | | th , 
Repayments i Working Capital, &« 2 91 7 : € 
Raw Cotton Commission —- | | dD 
Working Capital uae 23 40 ur 
Overseas Resources— | | , ceas 
Colonial Development 8 | 16 
Overseas Food 5g 7 - the 
Armed Forces—Housing 7 14 leac 
- J - eas 
Total Non-Revenue Receipts .. 222 162 Total Non-Revenue Payments 536 to I 
Excess of Non-Revenue Pay- } | inve 
ments over Receipts = 314 68! | : 
536 | 843 | 536 | 84 
—_—_—_—— ~—. meer exer 








Total Receipts .. _.. | 4051 | 4,320 | Total Payments .... | 3,804 | 4,777 
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that the second element in the coming rise in prices may be smaller than the 
market is implicitly assuming; but if it is kept within tolerable bounds this 
year, it will only be because additional drafts are made upon capital at home 
and abroad. 


THE FUTURE BURDEN 


If this is a fair assessment of the short-run effects of this budget, it becomes 
automatically a condemnation of it on a longer view. A policy that offers 
considerable though inadequate resistance to the sharp increase in the inflation 
potential this year could be justified only if there were good hopes that the 
pre ssure would subside next year. There was no hint in Mr. Gaitskell’s budget 
speech of awareness that he was taking the first and most vital step in the 
fiscal process of meeting a strain that must continue to rise for at least three 
years. It is true that, on present plans, the real growth in defence outlays will 
be very much greater this year than in either 1952-53 or 1953-54. And it is 
possible that the Government may be hoping that next vear it will not have 
to cope with any such further deterioration in the terms of overseas trade as 
besets the economy this year. To assess the problems of these future years is 
obviously the wildest guess-work; yet it seems Pps ible that the need for 
additional stiffening of the budget in 1952-53 and 1953-54 will be less, and it 
may be ir greater, than this year’s 

If productivity is to rise through this rearmament phase (and without such 
arise the burden will be very onerous indeed) the volume of imports and the 
volume of domestic stocks of raw materials and work in progress will both 
have to be raised. If the future annual increment of productivity is put at 
this year’s target of about £350 millions, it might be reasonable to guess that 
in 1952-53 £200 millions woud be required to finance additional imports and 
domestic stocks of essential supplies—apart from any additional exports 
needed to make good any further worsening of the terms of trade. With next 
year’s £300 millions of additional defence outlays, the new demands on the 
national economy would, on these hypotheses, exceed the rise in production 
by {150 millions (at present prices). The prospective widening .of the infla- 
tionary gap would be some £175 millions or so more than that, because only 
about half the additional incomes paid for the bigger output could be assumed 
to be automatically neutralized by taxation and savings. If it were reckoned 
that half the net yield of the new undistributed profits-tax was financed by 
cuts in dividends, and that the ending of the initial allowances would cut 
ndustrial investment by £50 millions, this vear’s budget would next year 
exert a new disinflationary force of about £85 millions. This would reduce 
the prospective inflationary gap to something under £250 millions—unless the 
burden were aggravated by the terms of trade. But if import prices had 
ceased to rise, the strong automatic process of civil retrenchment, upon which 
the Chancellor has relied this year, would no longer be operating or would at 
east be greatly diminished, so that nearly all the requisite cutting would have 
to be imposed by budgetary action or by special measures to. curtail civil 
investment. 

These figures are not put forward as forecasts, but merely as a pro forma 
exercise to demonstrate the sort of assumptions that would have to be made 
to justify any hope that next year’s need for additional budgetary measures 
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may be less than this year’s. They suggest that unless production were to 
rise by appreciably more than the 4 per cent. assumed this year, and unless 
the terms of trade begin to move in Britain’s favour, the gap to be bridged 
next year will be at least as big as this year’s. If the Government inte nds to 
stand by its pledge not to mortgage the future by cutting industrial investment 
unduly, and also hopes to sustain most of its social investment, it ought to 
work on the assumption that the budget may need to be stiffened to the extent 
of a further {150 to £200 millions both in 1952-53 and in 1953-54—while 
realizing that with eood luck the need might be less than this but with bad 
luck it could easily be a great deal more. 


NEED FOR RETRENCHMENT 


When the issue is visualized in these terms, it surely becomes evident that 
budgeting on this year’s pattern cannot conceivably cope with the longer-run 
problem. This rearmament effort in the cold war will merely play into the 
hands of the enemy if it is achieved only at the cost of grave damage to the 
basic fabric of the national economy—damage that has to be measured not 
only in the tangible terms of physical drafts on capital but also in destruction 
of all those qualitative forces that give resilience and virility to the economic 
system. These forces have been sorely pressed by the policies of the past six 
vears; they will scarcely survive a three-year pe riod of intensification of these 
fiscal trends. In short, the basic ‘‘ cold war” aim to which the Government 
po gc would be utterly at variance with an attempt to raise, next year 

id the year after, a further £300 to £500 millions by increased taxes (apart 
ra any increased yield of existing taxes). It would be equally at Variance 
with the grave inflation that otherwise will be inescapable—unless there is a 
fundamental change in policy. 


In short, a budget that redounds to the credit of the new Chancellor when 
judged by the standards of post-war budgeting becomes a_ hopeless and 
dangerous budget when measured by the needs of the future. There was no 
way of meeting these needs except along the lines sketched in these columns 
last month—by preparing now for major éuts in civil expenditure next year 
at the latest, and by looking afresh at the whole pattern of taxation with the 
object of reshaping it to ensure that the burden can be carried with minimum 
damage to the economy. Mr. Gaitskell claimed that no really large savings 
are possible without changes in policy; but these, of course, are precisely what 
is needed. For that very reason, the necessary reviews of expenditure and of 
the distribution of the tax burden will take time. The circumstances of this 
vear—including the ability to run down capital by exhausting the external 
surplus and depleting stocks of consumption goods, and the fact that so large 
a part of the necessary age nchment will be enforced, outside the budget, by 
rising prices—offered the Government precisely the breathing-space that is 
needed for preparing genuine solutions of the long-run problems. Judged by 
the true needs of the national economy in this critical phase, the fact that this 
opportunity has been thrown away is a disservice that far outweighs the con- 
tribution Mr. Gaitskell has made by presenting a budget that is “‘ fair ’’ on the 
short view and that puts some brake upon doctrinaire socialist principles of 
finance. 
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PRESSURE UPON CAPITAL 

Apart from this, the only positive measures in this budget that have long- 
run significance will actually strike a new blow at the forces of resilience. The 
increase in distributed profits tax penalizes the risk-bearers, makes the form 
of the tax still more unjust, and will accentuate still further the pressure upon 
industry to finance itself by methods that make for dangerous rigidity and yet 
for instability— _forcing it into fixed-interest securities and into an excessive 
dependence upon bank finance. It will also aggravate the process of decumula- 
tion of industrial capital—the erosion of the real substance of industry—caused 
partly by fiscal ‘Swe ssures and an archaic system of depreciation allowances 
and partly by inflation. Mr. Gaitskell e xcused this increase on the ground that 
rising prices mean rising profits. Yet, even if the Government did not do its 
best, by price-control and other means, to ensure that re-sale prices lag behind 
replace ment costs, it would still be true that virtually the whole of the gross 

‘inflation element ”’ in profits is bespoken to meet the bigger demand for 
stock financing. The Economic Survey and National Income White Paper 
recognize this, by excluding stock appreciation from profits and income, 
denying the principle adopted by the Inland Revenue when it taxes this 
surplus as income. Principally because of this tax formula, the rise in primary 
prices is greatly aggravating the strain already imposed on industrial capital 
by the difficulty of providing the extra replacement cost of fixed assets out of 
taxed profits. Yet the Chancellor chooses this unpropitious moment not only 
to raise the distributed profits tax but to withdraw the initial allowances 
without putting any other relief in their place. 

It is true that these allowances were merely an interest-free loan and 
thus did nothing to remove the fundamental evil, which is the enforced con- 
sumption of capital. But they did serve to ease the financing problem of 
securing new capital to fill the gap—temporarily. To argue, as Mr. Gaitskell 
did, that any resultant financial stringency would be analogous to a policy of 
tighter money, and ought to be welcomed by all who believe in the use of 
monetary policy, simply begs the whole question. What he is doing is to 
withdraw an admittedly inadequate expedient for mitigating, in the short- -run, 
the harshness of an unjust and obsolete depreciation policy. There is a world 
of difference between such opportunist tactics and a policy of first removing 
the injustice and then of i imposing stringency by orthodox monetary measures 
—for these would work with nice discrimination according to normal com- 
mercial principles and credit-worthiness (within the limits set by the present 
system of priorities and directives). 

The conclusion has to be that this budget, although it takes full advantage 
of the non-recurring easements available this year, makes no serious prepara- 
tion for the forbidding task of shoulde ring the fiscal ‘burdens of the years ahead, 
and may even aggravate the long-run damage that the defence effort will do 
tothe economy. It makes the risk of spiral inflation in those years very much 
greater, because even a new Government, with a real will to retrenchment, 
could not reverse engines overnight, and would not have Mr. Gaitskell’s 
breathing space. This, in short, is a mere stop-gap budget—yet it is question- 
able whether it will stop even this year’s gap. 
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New Problems for the Sterling Area 


EW difficulties are looming ahead for the sterling area, difficulties that 
Not subject its cohesion to more searching tests than it has ever had to 

withstand in the past. These difficulties are the inevitable consequence 
of a situation in which the United Kingdom’s balance of payments is likely to 
deteriorate (as a result of rearmament) and the overseas sterling area’s current 
surplus is Jikely to continue to grow (as a result of high raw material prices). 
Swings of this sort have, of course, been experienced, and overcome, before. 
The sterling area, throughout its long history—a history that began long before 
its existence was even suspected has had the virtues of a living organism. 
[t has constantly been adapting itself to changes in the political and economic 
relations of its members. Its capacity to endure has largely been due to the 
readiness with which its unwritten rules have adjusted themsely es to an oft 
changing environment. Of late, however, these changes have gathered unusual 
speed—both on the financial and political fronts. 

The present trend set in last year when there was a startling reversal in 
current tle btor-creditor relations between the United Kingdom and the rest 
of the sterling area. This reversal is clearly apparent from Table I, which 
shows the short-term liabilities of the United Kingdom to sterling area coun- 








TABLE I 
UNITED KINGDOM STERLING LIABILITIES TO STERLING AREA 
(£ millions) 


End of : 1945 1945 1949 1950 
Dependent Overseas Territories 7 447 554 583 752 
1,507 1,760 1,982 


Dominions os na Fe es 2,007 






Total Sterling Area. ie 2,454 2,361 2,352 2,734 








tries. These, it should be added, are revised figures, drawn from the latest 
Balance of Payments White Paper; they include for the first time holdings 
of colonial marketing boards and certain other public bodies in the overseas 
sterling area, whose investments in the United Kingdom have not previously 
been treated as short-term liabilities of this country. The change, however, is 
merely a matter of classification; it sweeps into the statistics of the sterling 
balances investments that were worth about {60 millions at the end of 1948 
and that were probably worth more than {100 millions at the end of 1950. 
The table shows that from 1945 to 1949 the sterling balances of the rest of 
the sterling area had been gradually reduced. The amount owing to the colonial 
dependent territories had steadily gone up, but this increase had been more 
than offset by the repayment of the balances due to the dominions. Last year, 
however, both sub-totals showed a sharp increase; the amount owing to the 
dependent territories rose by £179 millions, and that to the dominions by 
£213 millions. There is every reason to believe that this trend has been accen- 
tuated in 1951 and it is probable that it will be reinforced in the next few 
months. The rest of the sterling area continues to earn dollars on a substantial 
scale while at the same time the United Kingdom seems already to have con- 
verted the over-all balance of payments surplus of £229 millions that it secured 
in 1950 into a growing current deficit. The visible trade figures for the first 
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three months of 1951, if roughly adjusted to allow for the fact that imports 
are recorded in them on a c.i.f. basis, suggest that the visible trade deficit in 
this quarter was at an annual rate of some £680 millions—and invisible receipts, 
which brought in £382 millions net in 1950 and which the Economic Survey 
estimated would bring in between £450 and £500 millions in 1951, can hardly 
have bridged the whole of this gap. 

Some of the changes in the pattern of multilateral trade that were respon- 
sible for the drastic alteration in the sterling balances of overseas sterling area 
countries in 1950 can be discerned in Tables II, III and IV. These show 
the net gold and dollar surplus of the United Kingdom and the rest of the 
sterling area, the trade of these countries with the O.E.E.C. group and, finally, 
the direct balance of payments between the United Kingdom and the rest of 
the sterling area. 

The picture painted by these tables is clear. From Table II it will be seen 
that in 1950 the overseas sterling area acquired a net dollar surplus of $788 
millions, compared with a dollar deficit of $132 millions in 1949. In absolute 


TABLE II 
NET GOLD AND DOLLAR PAYMENTS 


($ millions) 
1948 1949 1950 
United Kingdom en pat Ree a = — 1,320 ee - 6 
Rest of Sterling Area a i ier a 78 - 132 + 785 
Whole of Sterling Area in trade with Non-dollar 


Countries .. a ma na a oy > S82 23 


Total oh i i — 1,710 - $805 


terms the improvement in the direct United Kingdom balance of payments 
with the dollar area was as notable as this, but it still left the United Kingdom 
with a net gold and dollar deficit of $6 millions. The overseas sterling area 
might therefore claim, in strictly bilateral terms, to have earned the whole 
net surplus of gold and dollars that accrued to the central reserve last year. 


TABLE III 
TRADE WITH O.E.E.C. COUNTRIES 


(£ millions) 


1949 1950 
United Kingdom ie ns ae oe - me - 33 + 150 
Rest of Sterling Area... an ae ad 6% Ks - 3 + 148 
Sterling Transfers to O.E.E.C. from Non-sterling Countries - 25 31 


273 


The figures relating to trade with O.E.E.C. countries show a more even distri- 
bution of the net surplus of £273 millions earned by the whole sterling area in 
1950. The United Kingdom earned {156 millions of this and the overseas 
sterling area earned £148 millions of it; against this, the O.E.E.C. countries 
received £31 millions net in sterling from ‘‘ third ’’ countries, mostly as a result 
of trade within the transferable account system. As, however, the whole 
of these payments were cleared at first through the Intra-European Scheme 
and later through the European Payments Union, the net surplus of overseas 
sterling area countries with the O.E.E.C. group went to increase United King- 
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dom liabilities to the sterling area. These increased debts were in turn “ offset ’ 
by the credits built up with E.P.U., by the exhaustion of the initial debit 
with which the United Kingdom was saddled when E.P.U. came into operation, 
and by the use by O.E.E.C. countries of existing sterling resources. 

Finally, Table IV shows what has been happening to ‘the direct balance of 
payments between the United Kingdom and the rest of the sterling area. The 
most remarkable fact revealed by this table is the fall in the visible surplus 
that the United Kingdom traditionally runs in its trade with the rest of the 
sterling area. In 1950 this visible surplus fell to £41 millions, compared with 
£152 millions in 1949. This reduction more than offset the concurrent increase 
in the United Kingdom’s net invisible income from overseas sterling area 
countries; the net result was a fall from £284 millions to £225 millions in the 
United Kingdom’s surplus on total current account with overseas sterling 


area countries. There is every reason to believe that this trend is continuing. 








TABLE IV 
PAYMENTS WITH REST 


£ millions) 











STERLING AREA 
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UNITED KINGDOM 
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Invisibles 
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2384 


232 


Total 


These substantial changes in the commercial and financial relations between 
the United Kingdom and the rest of the sterling area are sufficient in them- 
selves to set up new strains in the machinery. The gold and dollar reserve 
have been increasing fast—but so have Britain’s liabilities to the overseas 
ste rling area. In these conditions there is bound to be more difficulty in main- 
taining the cohesion and voluntary discipline of the members of the sterling 
club. In the days when the central reserve was under great pressure, it was 
comparatively easy to maintain that discipline. Every change in the situation 
stressed the need for economy in dollar expe nditure and, as always, danger 
taught the lesson that there was strength in unity and safety in co-operation. 
With the considerable easing of the reserve position and the parallel increase 
in the habilities of the banker of the sterling area, that restraint may be more 
difficult to maintain, especially if, as appears to be implied in recent official 
pronouncements, there is to be an appreciable reduction in United Kingdom 
exports to the rest of the sterling area and if the sterling claims of those 
countries continue to rise at the recent rate—or, as seems probable, even faster 

A rise this year of, say, £600 millions in sterling balances held by the 
sterling area—and such a rise seems to be quite on the cards—would give mse 
to two quite distinct problems. First, if such a rise in lending to Britain 
were accepted by the sterling area countries concerned, a problem would 
be set up for the post-rearmament phase that would be closely analogous to 
the problem that dogged this country along the early stages of the road to 
recovery just after the war. Postponed demand for British capital goods 
would be accompanied by the purchasing power to back it up, and this pur- 
chasing power could exert an intolerable pre-emptive right on the production 
of capital goods industries once they turn back from the first “ heave ” of 
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rearmament towards the continued build-up of British economic recovery in, 
sav, the mi¢-nineteen-fifties. 

- In the second place, however, it seems probable that such an increase in 
lending to Britain will not be automatically accepted. The situation must 
be viewed in the new political setting created by the advent of the new Asian 
dominions and Burma as fully independent members of the sterling area. 
These, it should be remembered, are countries with strong gold hoarding 
traditions. Among them, there are to be found substantial net dollar earners. 
What could be more natural, therefore, than that they should claim either the 
right to step up their dollar imports or the right to retain part of their dollar 
earnings ? There is nothing new in the demand to hold a separate gold reserve. 
Australia, India and Eire have in the past held appreciable gold reserves and 
do so to-day. South Africa has, of course, always held the bulk of its reserve 
in the form of gold and not of sterling; but this dominion, as the largest gold 
producer in the world, has always occupied a special position in the sterling club. 

This question of maintaining separate reserves arose most clearly in the 
financial negotiations with the new Dominion of Ceylon towards the end of 
last year, It was agreed at the time to detach £4 millions from the central 
gold and dollar pool in London so as to endow the new central Bank of Ceylon 
with a separate gold reserve. The official record of this agreement pointed out 
that the sum in question would provide a gold reserve “ relatively as favourable 
as the gold reserves of the other independent members of the sterling area ” 
If this remains, as was the intention, a “ once for all’’ arrangement, little can 
be said against it. But if it is the thin end of the wedge that will open the 
door to greater decentralization of the sterling area gold and dollar reserve and 
to greater control by the separate members over their hard currency earnings, 
then a development of fundamental importance is under way. 

The basic rule of the sterling area is the pooling of reserves. This began 
purely as a matter of convenience. It acquired a greater measure of formality 
after the outbreak of war and the setting up of exchange control. This principle 
of pooling is quite consistent with the retention by most members of modest 
and almost static separate gold reserves. It is also consistent with the main- 
tenance of working balances in dollars and other non-sterling currencies by 
the countries concerned. It is no longer true that all foreign exchange business 
of the sterling area is done through London. Direct contact is maintained by 
most of the dominions and many of the dependent territories with the New 
York and other foreign money and exchange markets. But it is generally 
understood that the separate foreign currency reserves maintained by indi- 
vidual sterling area members are no larger than the amounts needed for normal 
working balances. As long as the bulk and the fluctuating element of their 
external reserves is held in the form of sterling, the essence of the sterling 
club will remain intact. 

One of the clauses in the unwritten constitution of the club is that all trade 
between member countries shall be conducted in sterling, irrespective of the 
gold or foreign currency content in the goods or services that move between 
them. If all foreign currency earnings—other than the modest separate 
reserves and working balances already mentioned—are pooled, it is immaterial 
Whether Australia, for example, is paid in sterling or dollars for wool exported 
to Britain and then re-exported in processed form to the United States; it is 
similarly immaterial whether Rhodesia pays dollars or sterling to South Africa 
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for mining machinery imported from the United States. But if the principle 
of pooling is undermined because individual members begin to acquire a 
separate instead of a collective interest in the hard currencies they earn, all 
kinds of difficulties of invoicing sterling area trade will begin to emerge. If 
such difficulties are allowed to develop, that will mark the end of the sterling 
area as we have known it and as it is working at present. 

It is very much to be hoped that any members of the sterling area that 
may be tempted to go their separatist way will think seriously before taking 
steps that might cause irreparable damage to them and to their colleagues, 
Those who are to-day net dollar earners should reflect on the fact that times 
might change. In adve ‘rsity they now have the assurance of access to a pooled 
reserve and to the facilities of the London market. These might not be avail- 
able if the sterling area system were to be undermined. The net dollar earners 
of to-day are generally the very countries most likely to run into substantial 
dollar deficits in times of even moderate recession. If they were to cut them- 
selves off from London during the present boom, they might find it difficult 
to satisfy their requirements in the Wall Street market or in political Washington 
if darker days returned. 

The task ahead, however, demands something more than the voluntary 
discipline of the members of the area. It also demands of Britain a proper 
regard for its duties and responsibilities as banker to the whole system. To 
remain in business a banker must honour the cheques that are drawn upon 
him. It should never be forgotten that the imposing and efficient structure 
that is the sterling area was built on a currency whose convertibility was never 
in doubt. The present status of the sterling area must be regarded as a tem- 
porary aberration and although the system has been doing an admirable job 
it should be realized that it will not be able to continue in its present state 
indefinitely. Britain, therefore, should lose no opportunity of moving towards 
those conditions of convertibility of currencies and non-discrimination in trade 
without which the sterling area would never have come into being. 

There can be no doubt that the abnormal growth of sterling balances in 
recent months holds a serious threat to the future of the system. It threatens 
to re-create another sterling balances problem. It threatens also to make once 
again a strangled, rigid pattern of international trade in which the flow of 
goods will follow, not the normal pull of prices, but the availability of currencies. 
The problem should be met, first, by giving a high priority to British exports 
to the sterling area. Recent ministerial speeches have made it clear that 
exports to the sterling area now come “ immediately behind ”’ exports to the 
dollar area in order of priority; it may be that exports to the sterling area 
will have to be elevated to parity in priority soon. 

The other duty that may be enjoined on this country is to ease the restric- 
tions on dollar imports into the sterling area. The unfortunate failure of the 

tariff negotiations in Torquay sugge sts that this will not happen in the near 
future. If that be so, if the dependent territories of the sterling area are to 
be allowed to spend their earnings neither in Britain nor outside the sterling 
area, but are to be forced to accumulate them in ever increasing sterling 
balances, then the next few months may see not only the sowing of some 
thorny problems for the future, but the burgeoning of tensions that could 
otherwise have been suppressed or at least minimized. 
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The Long-Term Outlook for Raw 
Materials 
By Ernest H. Stern 


Fi some time now the supply of raw materials has been falling sadly 





behind demand. The symptoms, high prices and shortages, are there for 

all to see—as are the immediate causes, the imposition of vast military 
requirements on top of existing civilian demand, coupled with inflation and 
attendant hoarding. These immediate causes, however, do not tell the whole 
story, and it is important that those who deal in these materials should recognize 
this fact. Shortages of raw materials would not have been felt as badly as 
they are being felt, even before armament has made much progress, and prices 
would not have run away as wildly as they have done during the last nine 
months, if inflationary finance and urgent military demand had not been 
superimposed on a basic dise quilibrium between supply and demand. 

It is not the intention of this article to deal with the impact of inflation 
and the armament drive on raw material supplies and prices. The main 
contention that will be stressed here is that, beneath the muddy and turbulent 
waters of the present inflationary flood, there lurks a long-term problem that 
has hardly been recognized. Ever since the war ended there has been a basic 
disequilibrium between supply and demand for virgin raw materials.* This 
disequilibrium would still be with us, though manageable, even if inflation 
suddenly stopped. Moreover, while the infl itionary and military impacts 
are largely unpredict ible because they depend on governme ntal and parlia- 
mentary decisions, the problem of a basic disequilibrium for virgin raw materials 
is in the realm of ascertainable facts and figures. They are ascertainable 
because they are derived from the separate actions of the great multitude of 
mankind. 

It may be objected that the expression “‘ basic disequilibrium ”’ is indistinct, 
since demand and its changes are thought to be non-measurable. In practice, 
however, changes in the demand for raw materials tend to be broadly dependent 
on changes in the output of manufacturing industry. If these are made 
measurable, as is now the case, the demand for industrial raw materials has 
become measurable too —for all practical purposes. The changes in demand 
that originate in changes in stock policy are small as compared with the massive 
increase in the output of manufacturing industries over the course of a decade 
ormore. The rate of growth of supply of virgin raw materials is, of course, 
directly measurable. If these two rates of growth can be shown to have 
diverged over the past few years, the world can be said to be faced with a 
basic disequilibrium in the field of raw materials. What is conveyed by the 
idea of a basic disequilibrium, therefore, is the contention that the expansion 
of manufacturing, and therewith of the demand for raw materials, has recently 
considerably outpaced the expansion in the production of virgin raw materials. 

In these circumstances the machines of industry can have been kept running 








* In this article the term raw materials is applied to industrial raw materials and does not 
embrace foodstuffs. 
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at full speed only by drafts on stocks accumulated in an earlier period and 
by use of scrap and other secondary materials. This obviously cannot go on 
for long without setting up serious strains. For one thing, stocks are exhaus- 
tible ; the more they dwindle and the greater the shortfall of virgin material, 
the gre ater the supplies of secondary material that will be needed to fill the 
gap. As this happens, prices must rise to make it profitable to collect the 
secondary material. Moreover, in many cases, the quality of the end-product 
is diluted by the use of increasing admixtures of secondary material. 

The main statistical evidence for the contention that a basic disequilibrium 
has developed in the field of industrial raw materials is summarized in Table I. 
This table shows an index of world manufacturing output outside the U.S.S.R. 
since 1937-38 and an index of world output of virgin raw materials outside 
the U.S.S.R. for the same period. The index of manufacturing output slightly 
underestimates the growth that has occurred since pre-war days, as it includes 


raBLe I 
THE GROWTH OF MANUFACTURING AS COMPARED WITH THE GROWTH OF RAW 
MATERIAL OUTPUT * 
(World excluding the U.S.S.R 
1937-38 100 
1937 1938 1937-38 1946 1947 1945 1949 1950 (Est.) 
(Av.) 


Manufacturing and Mining . 104 96 100 III I 
Virgin Raw Materials... 105 95 100 101 I 


25 3 I42 160 
15 4 124 134 


Gap as % of Raw Material Output [ o 10 +8 + +- 13 


Source Che index of manufacturing is taken from the publications of the United Nations, 
the last one being for the third quarter of 1950 published in the January, 1951, issue of the 
Monthly Bulletin of Statistics of the United Nations’’. The full year has been estimated on 
the basis of the three quarters and the full year data of the leading industrial nations, such as 
the United States, the United Kingdom and various Western European countries. The United 
Nations’ data include the output of the U.S.S.R. which in this article has been eliminated on 
the assumption that Russian production was © per cent. of world output in 1937-38. This 
weighting may be open to question, but Russia’s proportion of total world manufacturing output 
s still so small that mistakes of 10 per cent. in the weighting will affect the index by less than 
one point. The raw materials index has been calculated by Union Corporation Limited of London 
It is based on data of output weighted by their prices of 1930 in U.S. dollars. The total output 
of 1950 included in the index aggregates about $23 billions at prices of 1930; in 1950 prices the 
imount would probably be more than twice as large. This index is a continuation of a slightly 
more comprehensive calculation of the League of Nations for pre-war years. Data for 1949 and 
1950 are partly estimated and subject to revision 


mining besides manufacturing—many constituent countries make no distinc- 
tion between the two in the published statistics; it will be seen from Table II, 
on page 259, that the growth of mining (mainly reflected in the categories 
‘ Metals ’’, ‘‘ Minerals ’’ and “ Fuel and Power ’’) fell far behind the growth of 
combined manufacturing and mining, so that manufacturing alone may have 
risen more than is conveyed in the index used in Table I. Furthermore, that 
index includes the industrial processing of foodstuffs, the rate of growth of 
which, like that of all foodstuffs, has lagged behind the expansion of non-food 
manufactures. In other words, there is reason to believe that Table I under- 
estimates, rather than overestimates, the divergence between the recent rate 
of growth of manufacturing and of raw material output. While annual output 
of raw materials seems to have increased by about 34 per cent. since 1937-38, 
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the demand for those raw materials by manufacturing industry has probably 
increased by more than 60 per cent. 
Table II shows that the growth of output in the various subdivisions of 


_raw materials has been rather uneven. This unevenness would be shown even 


more strikingly if more detailed subdivisions were made. For instance, the 


TABLE II 
SUBDIVISIONS OF THE INDEX OF RAW MATERIALS 
1937-35 average 100 
1937 1938 1946 1947 1948 1949 1950 (Est.) 
Metals ; a ws - Pye 108 oI 84 103 115 115 124 
Other Miner: als largely used in Chemical 

Industry) = ae s ae 100 ~=s«IOI 99 112 126 = 133 145 
Fibres ch = ae oe — 108 91 78 89 101 108 113 
Fuel and Hydro-electric Power .. ar 103 97 118 131 139-135 147 
Sundry ae os 4 ee ne 106 94 112 126 133 132 143 
index figure for metals is affected by a big increase in the output of aluminium 
and gives an exaggerated impression of the growth of output of such metals 
as copper, lead, zinc, tin or manganese. The index for fuel and hydro-electric 
power averages the very great progress of oil, natural gas and hydro-electric 
power output on the one hand with the very small increase in the output of 
coal on the other hand. The index for fibres conceals the rapid growth of 
artificial fibre output and the relative stagnation of natural fibre production. 
While there have been very great strides in output of what may be called the 

‘newer’ raw materials, there has been a very small expansion, indeed often 
a decline, in the output of the “ older ” lines of raw materials. 

The impression given by these index figures, that a basic disequilibrium 
between demand and supply of raw materials now exists, is confirmed by such 
data as can be collected for drafts on stocks and the use of scrap in the last 
five years. Drafts on world wool stocks have been running at a rate equal to 
about 15 per cent. of current production over the last five years; these 
stocks are now virtually exhausted—hence the rapid rise in prices. World 
cotton stocks were equal to slightly more than one year’s post-war consumption 
at the end of the war. They have now declined to about seven months’ con- 
sumption and will be drawn upon again in the current year; drafts on cotton 
stocks have thus been equal to about 8 per cent. of production over the last 
five years. Where data for scrap are available, they mostly show an increase 
inits use, not only absolutely but also relatively to virgin material. Utilization 
of steel scrap throughout the world seems to have risen from about 58 per cent. of 
steel output in 1937-38 to more than 60 per cent. in 1948, while in the O.E.E.C. 
countries alone (according to the United Nations Economic Bulletin for Europe 
for the second quarter of 1950) it rose from 46 per cent. in 1936-38 to 57 per 
cent. in 1949. Scrap lead accounted for about 50 per cent. of consumption 
in the United States in 1948 against 38 per cent. in 1937, and scrap copper 
for 59 per cent. in 1948 against 45 pe ‘r cent. in 1937. One exception to this 
tendency has been zinc scrap, which appears to have declined in the United 
States from 29 per cent. of consumption in 1937 to 23 per cent. in 1948. 


A NEW PHENOMENON 
The accompanying graphs suggest that the failure of the expansion of 
virgin raw material output to keep pace with expansion in the output of 
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manufactured goods is an entirely new phenomenon. At any rate a basic 
disequilibrium of the sort that now exists has not been known for the last 
seventy years—the only period for which data are available. This conclusion 
may seem surprising, for the 1930s are generally believed to have been a period 
of a severe disequilibrium with output of raw materials running well ahead 
of effective demand. The statistical evidence that is available for the inter- 
war period, however, does not show anything of the kind. The fluctuations 
in demand were indeed extraordinary, but equally extraordinary was the 
way in which output of raw materials kept pace with mz inufacturing output 
amid all the turbulent fluctuations of that period. Graph I, which compares 
the movement of the indices of raw material and manufacturing output 
between 1945 and 1950 with their movement between 1920 and 1938, shows 
that no gap such as that which has developed after the second world war ever 
existed in the nineteen years between the wars. It is remarkable how quickly 
and rapidly the pre-war output of raw materials adjusted itself to the demand 
as expressed by the output for finished products. The market system of that 
time was more flexible than has been generally credited. Even in the 1930s 
the shortfall was between demand and capacity to produce raw materials, not 
between demand and actual output of raw materials. Over the inter-war 
period as a whole, however, raw material output had to adjust itself to manu- 
facturing activity that was increasing, although only at an average rate of 
2.6 per cent. per annum compared with an average rate of increase of about 

4 per cent. per annum in the years immediately before 1914. 

Graph II on page 262 shows that the same story of virgin raw material 
output keeping pace with the growth of manufacturing, is told by the data 
available for the 43 years between 1871 and 1913. Peaceful as that period 
was, compared with all later periods, cyclical fluctuations of prices, output and 
employment were a feature of it. On looking at the data in retrospect, how- 
ever, it is clear that the expansion in that period of forty-three years was both 
steady and rapid, and that output of raw materials kept pace with manv- 
facturing in a remarkable manner.* The average rate of growth was about 
4 per cent. pet annum at compound interest for both series throughout the 


— ———— a _ 


* The ealy nubicnnhie dinnsnnien was at the beginning of the ‘‘ Great Depression ”’ of the 
1870s. By 1880, however, the two series were again marching in step. 
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period. If calculated by the Method of Least Squares, the average growth 
was 3.85 per cent. per annum for the manufacturing index and 4.04 per cent. 
GRAPH | 
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for the raw materials index; even this slight discrepancy of 0.2 per cent. per 
annum may be due to the well-known downward bias of early indices of manu- 
facturing output. The deviations from the trend of a 4 per cent. growth per 
annum were comparatively small and short- lived in both indices; indeed, in 
Graph II, which is based on annual data, the expansion of raw material output 
follows almost straight lines. In these forty-three years there were only three 


GRAPH II 
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instances when the world output of raw materials declined from one year to 
another, and no decline was larger than about 3 per cent. 


HicH Cost PRODUCERS AND THE FUTURE 
Does the existence of a basic disequilibrium between raw material output 


and manufacturing output presage that prices of raw materials will stay as 
high as they are at present or even continue to rise ? Obviously it does not. 
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Present high prices of almost all raw materials are not simply due to a basic 
disequilibrium between the growth of raw material output and of manu- 
facturing activity. They are puffed up also by the inflationary finance in which 
the Western world, and in particular its most influential member, the United 
States, has been indulging recently and by the superimposition of a vast 
armament programme, military stockpiling, civilian hoarding and scare buying 
on top of the basic dise quilibrium described in this article. This is not the pl ice 
to speculate on the chances of the American inflation being stopped or of the 
threat of war being removed, but it is obvious that any sudden “ outbreak of 
peace ’’ could cause raw material prices to fall. 

What the statistical evidence of a basic disequilibrium between the expan- 
sion in raw materials and manufacturing sectors does suggest is that there will 
be a tendency for prices of raw materials to remain at or above the costs of 
present marginal high cost producing units—except possibly in any periods 
of deep recession of manufacturing activity. In the 1930s there see med to be 

a general as well as a cyclical tendency for prices to settle themselves nearer 
the costs of marginal low cost producers. Moreover, whatever the money 
prices of raw materials tend to be, their prices in terms of manufactured goods 
should tend to be higher than they used to be before the war. Not only in the 
inter-war period, but also in the forty or fifty years before the first World War, 
raw materials were tending to become cheaper and cheaper in terms of manu- 
factured goods. There were various powerful reasons for that continuous 
development, the most powerful of them being the great decline in the costs of 
production and transport of the output of many marginal producers. The 
tendency for raw material prices to fall in terms of the prices of manufactured 
goods was one of the reasons why many countries, in particular the “‘ younger ”’ 
raw material producing countries, became obsessed with the idea of building up 
manufacturing capacities at all costs. Many of them continue to be so obsessed, 
although at present the “ terms of trade’ between raw material and manu- 
facturing production have swung back in favour of primary producers. All 
over the world manufacturing capacity has been expanded ever since the 
beginning of the second World War and continues to be expanded, without 
proper regard to the increase of capacities for producing raw materials on 
which manufacturing industry has to rely. As long as this process continues 
prices will tend to be at or above the costs of high cost producers. 

Manufacturing activity is not likely to decline in the near future. The 
armament drive will see to that. Moreover, if civilian consumption has to be 
curtailed over several years, a new reserve of demand for manufactured goods 
will be piled up and the implementation of full employment policies after the 
“cold war’’ ends made correspondingly easier. In the longer run, however, 
some reservations must be made about the prospects for high cost producers 
outlined above. Before the war in Korea started there were signs that much, 
ifnot most, of the pent-up demand in many countries, especially in the United 
States, had been satisfied and many people expected a recession in American 
industry; a cyclical decline in the output of manufactured goods by, say, 
10 per tent. would gr satly reduce the gap between raw materials output and 
manufacturing. Last, but not least, raw material production may soon start 
to make greater strides than manufacturing activity and so narrow or close 
the gap from the other side; even in IQ95I or 1952 there could be some move 
in this direction, 
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The Persian Oil Problem 
By A Special Correspondent 


Toit threat of ‘‘ nationalization ’’ now hanging over the Anglo-Iranian 





Oil Company is a grave misfortune for the company, for Britain and 

for the Western world. It is an even graver misfortune for Persia. At 
. very tight pinch—and at the cost of some distortion of dollar-sterling 
trade relationships—the world would be able to ride over a prolonged inter- 
ruption to the flow of 30 million metric tons of crude petroleum a year (about 
7 per cent. of the world’s production) that now comes from the Anglo-Iranian. 
But Persia certainly would not be able to ride over a prolonged interruption 
to the flow of oil royalties, which have recently accounted for over one-third 
of its Government’s revenue. Even now, while the oil royalties are still 
coming in, the Persian Government is so starved of revenue that the army, 
the police and the civil service have piled up considerable arrears of pay. 

Since March 7, however, when the Prime Minister, General Razmara, was 
assassinated for being a “ dupe of the West ”’, the political situation in Persia 
has deteriorated rapidly and gravely. Within a few hours of Razmara’s 
assassination, the Majlis (the Persian Parliament, which, thanks to a corrupt 
electoral system, is representative only of the feudal landowners) passed a 
resolution demanding nationalization of the oil company; it then set upa 
commission which has the task of defining, within two months, exactly what 
‘nationalization ’’ means. The moving spirit behind this commission is a 
nationalist called Dr. Moussadegh, who, like all the rest of the Majlis, is not 
in the Government but would probably be less extremist if he was. The new 
Prime Minister, Hussein Ala (educated at Westminster School and Oxford), is 
unable to follow his own pro-Western proclivities and lives in daily fear of his 
life; he was, however, able to induce the bed-ridden Shah to proclaim martial 
law in Teheran following an attempt on the life of his Minister of Education. 
A religious fanatic called Kashani, who was the open instigator of the murder 
of Razmara and the attempt on the Education Minister, still lives undisturbed 
in Teheran. The Russian-dominated Tudeh party, which is nominally illegal 
is also openly active in defiance of law and order. Meanwhile, labour strikes, 
which have crippled the native owned textile mills for some time, have spread 
to the oilfields (where wages are about five times higher than in the textile 
mills). In Persia, strikes mean riots, and British and Persian blood has already 
been spilled. 

All this adds up, on the face of it, to an impossibly gloomy picture, and 
there is some tendency in this country to argue that the prospect cannot 
possibly be as bad as it seems. Those who argue in this way usually rest their 
case on one of three semi- plausible rationalizations of what is really an instinc- 
tive hope. The first of these is the argument that present events are merely 
svmptomatic of difficulties that have often been encountered and overcome 
in the past. The second is the argument that the Persians are so clearly 
incapable of managing the world-wide business of the oil company that not 
even the Majlis (which, after all, is representative of the moneyed classes) cal 
go on cutting off its nose to spite its face for ever. The third is the argument 
that the amity of the Western world is still important to the Persians—and 
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that they could hardly expect to find that amity unimpaired if they were to 
commit such an obvious breach of international law as expropriation of the 
\nglo-Iranian company. Each of these arguments deserves examination. 


THE History OF THE COMPANY 

Oil was known in Persia two thousand years ago, but its principal use at 
that time seems to have been for the fiery symbolism of the Zoroastrian 
religion. There are references to minor commercial exports as early as the 
thirteenth century, but it was not until 1g01 that an English prospector called 
f)'Arcy secured the concession from which modern development dates. Under 
an agreement negotiated with the Shah in rgor, D'Arcy secured a sixty-year 
concession throughout the whole Persian Empire with the exception of five 
northern provinces; even in these five provinces he was allowed to lay pipe 
lines. The agreement laid down that Persia should receive 16 per cent. of the 
net profits of any company working the concession; the undefined simplicity 
of this arithmetic has given rise to much disputation since—as has the Shah’s 
blithe reciprocal undertaking to ensure “ safe working ’ 

In 1908, oil was discovered in appreciable quantity and the Anglo-Persian 
Oil Company, as it then was, was registered in the following year. In 1914 the 
British Government acquired a stock holding of approximately £2 millions in 
the company; its aim was to secure control over fuel supplies for the British 
Navy. In the years that followed the oil pipelines were cut by Persian tribes- 
men on Turkish instigation, and these attacks gave rise to a post-war claim 
that the Persian Government had not fulfilled its obligation to ensure safe 
working. The claim put forward for the loss of oil was only £20,000, but conse- 
quential Josses of £600,000 were also claimed. At the same time difficulties 
inherent in the calculation of net profits had also arisen. 

This dispute was resolved through the medium of the late Sir Sydney 
Armitage-Smith, who had been appointed by the Persian Government as its 
financial adviser; under the Agreement negotiated through him, £1 million 
was paid to the Persian Government as its accrued share of net profits, adjusted 
in light of the company’s counter claim for failure to protect the property. 
Until 1928 the basis on which these accrued profits had been calculated con- 
tinued to determine the annual payments, although the Majlis—and this is a 
point of some current significance—did not ratify the arrangement, despite 
legal advice that such ratification was necessary. 

Between 1928 and 1932 new difficulties cropped up and prolonged attempts 
to reach agreement on them failed. One factor in the dispute was the Company's 
policy of limiting output in order to stabilize the world price; this limitation 
operated to the detriment of the Persians. In 1932 the Persian Government 
unilaterally cancelled the concession, ignoring its provisions for arbitration— 
again a point of current interest. The British Government then sought to 
bring the case before the Permanent Court of International Justice; with 
the assistance of the late Dr. Benes, who was appointed rapporteur by the 
League of mgr, conciliation was achieved and the way was paved for the 
concession of 1933. This concession, whilst reducing the area of the Anglo- 
lranian’s tenet provided that the Persian Government should receive a 
royalty of 4s. per ton on petroleum and also 20 per cent. of the annual profits 
in excess of 5 per cent. on the ordinary stock (that is, of £671,250). The 
Company guaranteed that these two payments together would ple an annual 
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minimum of £750,000. Provision was also made for an adjustment of the 
payment to the company if the price of gold rose above £6 per ounce and for 
fixed payments in lieu of taxation for the next thirty years. The agreement 
also provided for arbitration of future disputes. 

This 1933 concession was negotiated in a time of slump and it was a very 
good bargain for the Persians at a time when oil was selling badly. It was 
not such a good bargain for a time of boom, however, and it was perhaps 
inevitable that by 1949g—after ten years of booming sales—the Persians should 
have been growing restive. In January, 1949, therefore, Mr. Maragh, then 
Persian Prime Minister, announced that his Government wanted to increase 
its share of the profits, although it “ stood for the strictest observance of some 
of the conditions’. This initiative was accepted by the Anglo-Iranian and 

1 July of that year new terms were agreed upon. Under these the 4s. royalty 
was to be increased to 6s. per ton and payment in lieu of taxation was to be one 
shilling per ton instead of gd. per ton on all output in excess of the first 6 
million tons. The minimum total payment was to be guaranteed at {4 millions 
per annum and a discount of 25 per cent. (on the lower of the Gulf of Mexico 
and Roumanian prices) was to apply to all sales of oil in Persia; until then 
sales of oil to the Persian Government had enjoyed this 25 per cent. discount, 
but other sales in Persia had enjoyed a discount of only 10 per cent. This 
agreement was embodied in a bill and submitted to the Majlis. For four 
weary days, however, there was filibustering and no ratification took place. 

In September, 1949, sterling was devalued, but the Persian rial maintained 
its old dollar value. Since that time no agreement has been found possible, 
although the company has agreed to wb over £28} millions for 1951 against 
payments in the two previous years of £9.2 millions and £13.5 millions. These 
two previous payments, if adjusted on the terms of the prepared 1949 supple- 
mental agreement, would have been {18.7 millions and £22.9 millions 
respectively. 

WiLL History REPEAT ITSELF ? 

This short history of the concessions shows that some features of the 

present crisis are by no means new. For cmamigee. the M: si showed its 
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THE PERSIAN OIL. PROBLEM 


reluctance to ratify an agreement as early as 1920—although for eight. years 
an unratified arrangement formed the basis of payment. In 1932 the arbitra- 
tion provision was ignored, but a settlement was negotiated—and this after 
unilateral cancellation by the Persian Government of the concession then in 
force. On that occasion also a British note of protest was sent. . It is clear 
that these similarities between past and present go some distance towards 
substantiating the suggestion that present events are only more serious 
symptoms of difficulties that have been overcome in the past. 

Unfortunately, however, there are some significant political differences 
between past crises and the present one. The 1920 agreement was forged at 
a time when there was a reaction against nationalism and the 1932 agreement 
came at a time when the supply of oil was so much in excess of the demand 
for it that the Persians knew their bargaining position was weak. Moreover, 
even in 1932 nationalism in Persia had not reached the heights of irresponsi- 
bility that it is now ready to scale. 

How far are the various groups now agitating for “ nationalization ”’ likely 
to press on against their own best interests once the present excitement— 
which arose originally from the assassination—has faded away ? The Majlis, 
irresponsible as its members are, represents the moneyed classes. It is not in 
their interests that Jacobinism should be let loose on the scale that has now 
occurred. The salaried classes—the great unpaid in the police, civil service 
and so on—should realize that if oil royalties dry up, their prospects of 
receiving arrears of pay will dry up too; the danger is, however, that they 
may ignorantly suppose that “ nationalization ’’ would bring more grist to 
their paymaster’s mill. The oilfield workers. themselves know that they are 
better paid than their compatriots in native industry; here again, once the 
smell of blood has died down, the Tudeh agitators may find their course less 
smooth. The great question is whether all these groups can be made to realize 
that nationalization will inevitably mean a fall in Persia’s prosperity. At the 
moment such recognition of this as there is does not extend beyond acceptance 
that even after nationalization foreign ‘‘ technicians’’ would need to be 
employed. There seems to be no recognition at all that nationalization would 
bring with it enormous difficulties of marketing and trade with which the 
Persians, with their present limited resources, could not cope; nor is there 
any understanding about the effect that nationalization would have on the 
supply of capital for development purposes. - 


ANGLO-IRANIAN AND INTERNATIONAL LAW 


In their recent note of protest, the British Government declared that it 
had been advised that unilateral abrogation of the Anglo-Iranian’s specific 
concession would be illegal. The difficulty is, of course, that the law governing 
relations between States is less easy to enforce than any national law that is 
constantly the subject of enforcement by courts. Expropriation of the private 
property of an individual by the Government of a State other than his own 
has long been a feature of international affairs, although up to a century ago 
the opportunity to impose this on a Briton, even with full compensation, 
was severely limited—and the limitation was enforced by the British fleet. 
In fact, in 1851, Lord Palmerston, following his famous speech in Parliament 
(vis Romanus Sum), sent part of the British fleet to Greece to insist upon 
payment of proper compensation to Lord Finlay and to Don Pacifico; the 
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latter was a British subject, born in Gibraltar, whose claims later turned out 
to have been grossly overrated. 

Nowadays, however, the British fleet would probably be called in only as 
a last resort to protect British lives—as distinct from British property. The 
most that could be hoped for in the present instance, if Persia pushed nationali- 
zation through in the teeth of opposition from this country, would be that the 
case would come before the International Court of Justice at The Hague. If 
it did, there are some who believe that the British case for full compensation 
might be prejudiced by the fact that some agreements providing for receipt 
of less than full compensation for nationalized property have been entered 
into since the war. Agreements by the British and French Governments with 
the Yugoslav and Czech Governments are cases in point. The earlier Mexican 
oil expropriations were also settled with Mexico by both the United States 
Government and the English company (with the approval of the British 
Government) for considerably less than the original claims. 

There are, however, material differences between these cases and that of 
the Anglo-Iranian Oil Company. In the first place, Anglo-Iranian enjoys a 
specific concession, not just the tacit acceptance by the local Government of 
its right to exist. Concessions have previously been upheld by the Permanent 
Court of International Justice; for example, the rights of a concessionaire 
called Mauromatis to generate electricity from rivers in Palestine were upheld 
by the Court, although for other reasons the damages were nil. It should also 
be recognized that, although all actions in international law are by States, the 
measure of damages is based in part on the loss of the subject; where there is 
an expropriation of a concession by the Government granting the concession, 
there can be damages additional to the value of what is taken, if there is 
a wrongful element involved in the breach of the concession. An expro- 
priation with full compensation is not illegal, but to take what has been 
specifically granted is another matter and could well be the basis of an addi- 
tional award for damages. This point that additional damages might be 
awarded in any arbitration of the Hague Court if the oilfields were taken by 
force may, however, be largely academic, for it is difficult to conceive of the 
Persian Government being able to pay-even for the bare value of what it 
proposes to take. 

There is one other legal aspect of the problem that should be mentioned 
here, for it may have an effect on the shape of any solution eventually found. 
The fact that the British Government is the dominant shareholder in Anglo- 
[ranian does not, in law, elevate the existing agreement between the Persian 
Government and the company to the status of a treaty. It would seem 
helpful if any ultimate settlement of the present crisis included the British 
Government specifically as a party to the agreement, for then any future breach 
would be a breach of treaty and might have additional significance. If any 
agreement is found, the function of the oil company must clearly be at least 
to continue to manage the enterprise. It might be, therefore, that a solution 
should be sought in some arrangement whereby the company might be desig- 
nated, by treaty, as “managing agent "’ for the Persian Government (or for 
the British and Persian Governments jointly). Any such arrangement, 
however, would have to reserve to the company earnings based on a share of 
the profits as at present. 
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After the Tucker Report 
By Harry Norris 


P to last month industry could still dare to hope that its pressing problems 
Ui: financing re-equipment in conditions of price inflation would be helped 

towards solution by means additional to—or better than—the {£150 
millions or so of annual interest-free loans that it has in effect been receiving 
through the “ initial allowances ’’ system. Last month these hopes received 
two rude shocks. First, the Tucker Committee on the Taxation of Trading 
Profits came out with a flat decision against any amendment of present methods 
of dealing with depreciation and stock figures in computing profits. Three days 
later, to add injury to disappointment, the Chancellor announced in his Budget 
speech that the “ interest-free loans ’’ would themselves be withdrawn next 
year; indeed, as is explained below, the Chancellor has in effect demanded 
repayment within ten years of many of these loans now outstanding. It is 
doubtful if the stock markets have yet realized the full force of this turn-round 
in the supply of capital. It may also be doubted whether the Government 
itself has understood the implications of its decision to direct much of the new 
stringency, which is admittedly necessary if rearmament is to succeed, towards 
the one sector of the economy where stringency was already being created 
in any case. 

The Tucker Committee itself recognized that such stringency was already 
being created in the field of capital replacement. Its members were not 
unsympathetic about the effect of rising prices on the financing of replacements 
of plant and machinery. They simply dismissed it as a factor in determining 
profits. The distinction is an important one. Despite the plethora of particular 
instances placed before it, the Committee could point out that the case for 
adjustment for changes in the value of money “ was not strongly pressed 
before us’’. The most detailed representations on this point were those of 
the Institute of Chartered Accountants, which supported the old-fashioned 
view that the historical cost of an asset is the right figure to apportion against 
revenues earned during its life. The Institute strongly pressed the need for 
relief in the financing of replacements, but the extra funds needed are, in its 
view, applications of profit, not deductions in arriving at profit. If this view 
is accepted—and the Committee did accept it—the case for tax relief really 
falls to the ground. 

Industry’s case is, of course, that the Committee relied too heavily on the 
evidence—or rather the lack of it. In a country such as France, where the 
fall in the value of money as compared with 1939 is quite sweeping, the absur- 
dity of deducting 1939 francs from 1951 francs is so obvious that it is recognized 
by the tax laws. In this country, the decline in the value of the pound has 
been too moderate to shake faith in precedent. For some reason the Committee 
decided that any adjustment would “ seek to compute profit for tax purposes 
not in terms of pounds, but of some abstract unit unspecified’. This is doing 
less than justice to the advocates of reform. Naturally profits must be measured 
in pounds, they are simply that part of the pounds of revenue for each year 
not absorbed by costs. But this deduction for costs ought to be measured in 
the same kind of unit as that from which it is deducted, and if anyone thinks 
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that 1951 pounds and 1939 (or for that matter 1913) pounds are the same 
unit, he must be living exclusively on a barter basis. The case for reform is 
not really vitiated by arguments such as those that cite the absence of tax 
allowance to holders of Government securities for the fall in the real value of 
their investment. It is true that the incidence of inflation is different for 
nearly every taxpayer in the country, but equity is not preserved by failure 
to correct its incidence in any given category—such as in measuring business 
profits. And this was—or should have been—the Committee's sole concern. 

Having accepted the argument that there was no case in equity for a change 
in the method of computing profits, the Committee then settled down to pro- 
posals for mitigating the undoubted strains in the national economy to which 
this acceptance itself gives rise. Unfortunately, the proposals on this point 
seem wide open to criticism. Briefly the method adopted was this: First, the 
Committee rightly argued that the present initial allowance of 40 per cent. of 
expenditure on plant is approximately sufficient to finance doubled replace- 
ment costs. It then recognized that some prices might have more than 
doubled and met this by a proposal that differential rates of initial allowances 
should be introduced. This recommendation is indeed a remarkable one for a 
Committee dealing with the computation of net profits. The proposal is that 

‘the importance of the particular industry to the national economy ” should 
be considered in fixing the rate of allowance; this would be done on the applica- 
tion of any trade association that felt that its trade was specially important. As 
no trade association ever thinks otherwise (and why should it ?) this would 
certainly keep the appointed umpires busy. 

This proposal for increased initial allowances was followed within three 
days by the Budget speech in which the intention to abolish such allowances 
next year was announced. This was surely the most startling item in the 
whole of the Budget speech, although it has perhaps not attracted as much 
comment as it deserves. As already stated, the withdrawal of these allowances 
will add £170 millions to industry’s tax bill in a full year. What is more, the 
effect in the long run will be as though initial allowances had never existed. 
Over the life of a machine, no more than total cost is allowed; initial allowances 
are offset by subsequent reductions in arfnual allowances. After about ten 
years, therefore, a large part of the temporary interest-free loan that has in 
effect been extended to industry since 1945, will have been repaid. The 
help will have been withdrawn, but expenditure must still be financed. Initial 
allowances have certainly mitigated the difficulty of financing renewal of plant 
since the war, but this withdrawal will reverse the position completely since 
the amounts charged to tax will exceed the profits in fact earned (even apart 
from the continued depredations of inflation). The consequences of this on 
the financing of industry may be extremely serious. At the best, an increasing 
resort to unhealthy expedients in borrowing is inevitable. 

It would be unfair to say that the Chancellor’s action flies deliberately in 
the face of the Tucker Committee’s recommendations, although it is true that 
Mr. Gaitskell may have discounted unduly the needs of the future (with which 
the Committee was largely concerned) in trying to meet the stern needs of 

the hour. But the Chancellor’s action does seem to demonstrate clearly, 

though unconsciously, the futility of the system of initial allowances as 4 
remedy for this problem. Initial allowances provide the Chancellor, in effect, 
with a convenient means of levying tax on more or less than true profits at 
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will, and it would be a strong man who could put aside the temptation to use 
the system for adjusting his revenue. It would surely be better to endeavour 
to have tax charged on true earnings and confine the Chancellor to doing his 
worst with the rate of tax. 


OTHER RECOMMENDATIONS IN THE REPORT 


The feature of the Tucker Report that has attracted most attention has 
inevitably been this disappointing sanction to reckless overstatement of profits, 
without proper deduction for the current money equivalent of plant and 
materials used up in earning revenues. There are, however, some other features 
of the Report that will receive a wider welcome. One of the most important 
of these is that the Committee, while recommending the introduction of one 
form of discriminatory income taxation (in its proposals about initial allow- 
ances), has put in a plea for mitigation of a form of discrimination that already 
exists. When depreciation allowances on buildings were introduced in 1945, 
they were confined to “ industrial’’ buildings, in order to encourage the 
“essential ’’ buildings (which meant those used for manufacture) rather than 
frivolous buildings (which meant those used for such purposes as distribution). 
This has meant giving allowances on buildings used for mixing brews of 
lipstick, but not on buildings used for trading in potatoes. The Committee’s 
recommendation that depreciation should be allowed on all commercial 
buildings is of great importance to shops, hotels, cinemas and theatres. The 
suggested rate of allowance is 14 per cent. per annum based on a life of 75 
years, compared with the present 2 per cent. per annum for “ industrial ”’ 
buildings. 

An important point to which the Committee devoted much study concerned 
the time lag between the making of profits and the levying of taxes on them. 
It is always difficult for the ordinary business man to understand why the 
early profits of a “‘ new ’’ business are charged to tax twice. Tax is normally 
chargeable on profits of the preceding year, but at the commencement of 
business this clearly cannot operate, and complicated regulations are needed 
to get matters on to the normal basis within three years. A “ new”’ business 
includes a newly incorporated company that has taken over an existing 
business, and also (sometimes) includes a partnership where a new partner 
has been admitted or one has retired. The Committee received many proposals 
for amending this basis and for charging tax on the actual profits of the year. 
Unfortunately, it did not have placed before it any cast-iron scheme to remove 
allanomalies. The decision between charging according to private accounting 
years or to the fiscal year presents problems where there are changes in tax 
rates, or (in the case of partnerships and sole traders) in personal allow ances. 
Delays in settling tax liabilities might arise. Reluctantly, therefore, the 
Committee decided against any change. This is a difficult problem, and one 
must admit the Committee’s criticisms of the various suggestions made to it. 

While on this point, incidentally, the Committee dealt with one type of 

“legal evasion ”’ under the special partnership regulations on successive changes 
in a firm’s constitution. Unfortunately, it did not feel able to do much about 
it. Some scope for ingenious “legal evasion ”’ is left here and perhaps this 
will not be the last word. 

Another point on which the Committee came down on the side of existing 
procedure was that of stock valuation. It rejected the introduction of special 
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rules for valuing trading stocks. Methods of valuing stock—for example, the 
addition of overheads and the treatment of losses in value—are certainly far 
from uniform at present. The effect of error is, however, not cumulative; an 
understatement of stock one year falls into the following year, and although 
the credit might well be offset by a repeated undervaluation, no great per- 
manent evasion is possible. The writer has known so many instances in which 
undervaluation has hoist a firm with its own petard—because it has resulted 
in credits accruing in years of higher tax rates---that he cannot feel very worried 
on this point. 

Two positive proposals made by the Committee were, first, that relief for 
losses, which is at present limited to five years, should have no forward time 
limit; and, secondly, that back relief, now effective for one year, should be 
extended by two earlier years in the case of a loss incurred in ‘the last year of 
a business’s operations. These would be valuable reliefs for the concern with 
fluctuating results. In “ normal’ conditions, this extension of relief seems 
right and proper. The Committee has also recognized that with marginal rates 
of tax running up to 1gs. 6d. an individual in business alone or in partnership 
pays much more tax on fluctuating than on constant earnings of the same 
average amount. It therefore recommended a five-year spread, a recommenda- 
tion which will be welcomed by stage and screen stars, by prize-fighters and 
by authors. 

In addition to these recommendations there are many others of special 
application in the Tucker Report. All of them are intended to bring nearer 
together assessable profits and accounting profits. Most businesses find that 
various disallowances make adjusted taxable profits somewhat more than 
those shown by the accounts. The present absence of allowance for many 
outgoings not falling within the designation of revenue expenses is a source of 
much injustice, irritation and litigation. The Committee rightly makes many 
proposals for the granting of allowances where these are not now obtained. 
Indeed, after reading them through, one can only revert with renewed vigour 
to the complaint that a report that reaches the detail of recommending that 
cemeteries and crematoria should be given allowances for land used, has yet 
dismissed the much larger problem of the effects of the falling value of money 
on profits. 

To sum up, therefore: Despite the views that seem to predominate among 
accountants, the dangers of the present position are so great that precedent 
and facility should surely have been thrown overboard. The Chancellor’s 
action in giving initial allowances notice to quit reveals the inadequacy of the 
Committee’s one makeshift proposal to meet shortcomings in orthodox accoun- 
ting. As its proposal is immediately obsolete, second thoughts are needed. 
But for the recent Budget the Royal Commission now commencing work under 
Lord Justice Cohen might have been expected to accept the Tucker Com- 
mittee’s conclusion; in view of the proposed scrapping of initial allowances, 
however, it is to be hoped that it will now consider the matter anew and cut 
through the mass of argument and counter-argument that has accumulated 
around it. In the whole field of taxation, the incidence of inflation is quite 
the most important subject for examination. Without correction of this huge 
étror one feels inclined to argue that the Government might as well revert to 
taxing windows instead of incomes. On any definition, windows are easier for 
counting purposes. 
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Building Societies in 1950 
By Oscar R. Hobson 


HE year 1950 was a satisfactorily uneventful one for the building societies. 
[that is to say they did good business along the lines established since the 

war, but they had no particularly urgent problems i in respect of changes 
of house values or interest rates or taxation to deal with. With the close 
restriction on private housebuilding maintained throughout the year (albeit 
the permitted proportion was restored from one in ten to one in five in May) 
the volume of advances they could make on newly-built houses, their staple 
fare before the war, was almost negligible. Though substantial sums were 
again lent to sitting tenants to buy the rent-restricted houses that they 
occupied, this, too, is quite a minor activity by the side of what is now the 
societies’ main business of making mortgage loans to purchasers of “‘ second- 
hand ’’ vacant possession houses. So far as can be judged, property values 
remained (notwithstanding the devaluation of sterling) almost stable over the 
year. One would hardly be far wrong in estimating that over the country as 
a whole the newer types of houses (i.e. those built between the wars) averaged 
three times their 1939 value and the older types from two-and-a-half to two- 
and-three-quarter times. Towards the end of the year and since, there have 
been some signs of a stiffening of property prices and, in view of the sharp 
increase in prices of building materials, this may well continue. 

Nevertheless, so far as 1950 is concerned, housing values remained v irtually 
constant.and as the total sum advanced by the societies was also practically 
the same—actually some £3 millions lower at £273 millions—as the record 
figure loaned in 1949, one can say that the societies’ accommodation to its 
borrowing members represented practically the same quantum of housing in 
the two years. Repayments of advances, though increasing (£206 millions, 
including interest, as against £196 millions in 1949) still lag well behind fresh 
advances with the result that during the year the balance of mortgage debts 
outstanding crossed the {1,000 millions mark for the first time, reaching 
{1,062 millions at the end of the year. Total assets, at the new high record of 
{1,259 millions, show an increase of £117 millions on the 1949 figure which, in 
turn, was £105 millions above that for 1948. The position at the end of each 
of the last two years is shown in Table I; the figures for 1950 in that table 
are as estimated by the Building Societies’ Gazette. 

That, in the two or three years following the end of the war, there should 
have been an abnormal turnover of house property is a fact that could surprise 
no one, particularly as the supply of new houses for ownership was restricted 
by Government ordinance within such woefully small limits. But that the 
high rate of turnover should go on for so long after the war strikes one as a 
social fact that is both interesting and unexpected. It may be that the building 
societies’ advances figures tend somewhat to magnify its importance. There 
is at any rate a good deal of evidence that goes to show that the building 
societies are now doing an appreciably larger share of the country’s aggregate 
mortgage business than before the war. It appears to be the case that both 
private and institutional lenders (e.g. insurance offices) are relatively less 
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interested in this type of business than formerly, while the banks are dis- 
couraged, under the various official memoranda issued to them for their 
‘ guidance ’’, from entertaining it. Nor have the building societies found the 
competition of local authorities in the mortgage business as formidable as 
might have been expected from the “ cut rates ’’ that the latter are able to 
offer. By pitting 4 per cent. and prompt, sympathetic and flexible service 
against low rates and red tape, the building societies have so far made rings 
round the subsidized competition of the local authorities. Actual figures of 
local authority advances for the purchase of houses are not available, but the 
amounts sanctioned by the Ministry of Health are published. For the year to 
March 31, 1950, these sanctions (which may, of course, exceed the total of 










TaBLE I 
THE MOVEMENT’S COMPOSITE BALANCE SHEETS 
(£ millions) 
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% o 
Shares ar ts a4 548.3 972.2 Balances due on mortgages 686.8 90.5 
Deposits hei ~r oa 155-7 20.5 Investments 53.2 7.0 
Other liabilities a is 13.3 7.8 Other assets (including cash) 18.9 5 
Reserves... ‘s a6 41.6 , 








758.9 















° o/ 
/O 
Shares - ‘a ne 8506 74.9 Balances due on mortgages 954 83.5 
Deposits aaa wa ae 202 27.9 Investments es a 146 12.8 
Other liabilities os ne 17 I.5 Cash.. ‘i ica ‘a 31 2.7 
Reserves 5.9 Other assets I 














1950* 
%o % 
Shares ng a .. 966 76. 7 Balances due on mortgages 1,062 84.4 
Deposits ne 4 ea 204 16.2 _ Investments sa os 153 12.2 
Other liabilities or a 18 1.4 “Cash ‘ ov ic 33 2.6 
Reserves aF is as 71 Le 7 Other assets Ne ae Il 0.8 
1,259 100.0 1,259 100.0 













* Building Societies’ Gazette estimates. 





the actual advances) totalled £8,302,000, and for the half-year to September 30, 
1950, they. totalled £7,300,000. These are tiny amounts indeed compared 
with the £275 millions average lent by the societies in the last two years. 
One can say, therefore, that the unkind fate that has deprived the building 
society movement of the opportunity of performing its traditional service of 
financing the purchase of new houses, has in no small measure made amends 
by giving it a larger share in financing the exchange of old houses. The great 
organization and the network of branches that the movement established in 
’ ‘the ‘twenties and ’thirties to enable it to cope with its former type of business, 
: have proved equally indispensable in the successful building up of the new 
type. One must not, however, be misled by the arithmetical illusions associated 
with a depreciating currency into supposing that the record advances of the 
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societies in 1950 represent as large a real business as that transacted in the 
years before the war. They do not. Reckoning the value of the property 
underlying building society mortgages at an average of two-and-a-half times 
the pre-war figure, the £275 millions lent by the societies in 1950 would represent 
around {110 millions in terms of 1938 prices, whereas in that year the societies 
actually lent £137 millions. On the other hand, it appears that the average 
individual advance now being made by the societies, at a little under £1,000, 
is only about half as large again as the average advance made in 1938, which 
was around £650. In other words, the average real loan made by the societies 
is now substantially smaller than that made before the war. It might be 
dificult to give a complete explanation of this fall—no doubt the absence in 
the post-war period of large ‘‘ pool ’’ loans to builders is part of the reason— 
but at all events the fall bears witness to the fact that the movement is not 
departing from its traditional function of helping the small man to become a 
house owner. 

The mortgage business experience of the largest societies can be studied 
in Table II, which gives figures for the first ten societies in order of total assets 
—these societies accounting for just on half the aggregate business of the whole 

TasLe II 

MORTGAGE BUSINESS 
(£7000's) 
1935 1949 | 1950 
New Repay- Balance New Repay- Balance New Repay- Balance 
Advances ments* end of year Advances ments* end of year Advances ments* end of year 

Halifaxt o. 2968 1695 105,178 29,111 23,880 113,942 39,500 23,694 126,058 
Abbey National | -- 13,499 12,573 79,207 28,140 17,770 90,192 29,357 19,278 104,487 
Co-operative Permanent 7,130 4,604 27,808 11,382 9,987 50,008 12,551 9,803 55,017 
Woolwich Equitablet 6,277 5,930 35,921 13,851 10,044 47,212 11,950 10,177 51,188 
8,483 6,955 36,157 
6,731 5,051 25,631 
5,314 5,116 22,836 
45517 3,463 20,724 
5.458 3,796 20,404 


Provincial er . 1,701 1,325 9,194 | 9,115 7,118 33,119 
Burnley 2,190 2,335 14,155 6,672 5,051 22,944 
Temperance Pe rmanent 946 942 6,024 6,810 4,982 21,628 
Leicester Permanent .. 2,633 2,285 14,941 4,054 3,041 18,847 
Alliance st oo «3270 668 4,52 5 3,525 17,883 





Leeds Permanentt .. 8,054 6,495 38,001 | 10,332 8,960 37,512 | 14,644 9,210 44,623 


Tota, (Ten Societies) 63,850 55,381 334, 954 124,702 94,367 453,287 129,505 96,543 507,125 


* Including interest. t To January 31 of following year. t+ To September 30. 


movement. The table shows that seven of these societies lent more in 1950 
than in 1949. It shows the Halifax Society still to lead by a narrow margin in 
new advances granted and by a comfortable one in total advances outstanding. 
It shows the Abbey National to be the society that has increased its outstanding 
advances by the largest increment, and it shows the Leeds Permanent to be 
the society that has increased its new advances by the largest percentage. 

The next table, Table III, analyses similarly the liabilities side of the 
balance sheets of the same ten societies, showing the movements over the year, 
and in comparison with the last pre-war year, of shareholdings, deposits, 
reserves and total liabilities. It will be seen that the biggest increase, as against 
1949 in the balance sheet total, both absolutely and proportionately, is that of 
the pay National, whose liabilities (or assets) have risen by over £18 millions 
or 17} per cent. compared with an average increase for all societies of 10 per 
cent. "Another Society that shows up well by the same test is the Leeds Per- 
manent Society with an increase of 15 per cent. 

An interesting feature of Table III is the final column, giving the percentages 
of total liabilities represented by reserve funds. Building society reserves are 
a cushion against possible losses on realizations of mortgaged properties forced 
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on the societies by default of the borrowers, whilst their holdings of cash and 
securities, their ‘‘ liquid resources "’, of which something will be said presently, 
are a cushion against abnormal withdrawals of shares or deposits. The table 
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shows that most of the leading societies now hold reserves amounting to around 
5 per cent. of their total liabilities, and some considerably more. There are 
two things that ought to be said about building society reserves. The first 8 
that, save for one qualification, the published reserves are the true reserves. 
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The rigidities of the Building Society Acts do not permit of “‘ inner ” reserves. 
Only one minor way of “‘ tucking away ”’ profits is open to the societies; they 
have some discretion about the sums they can devote to writing down premises, 
and beyond doubt balance sheet valuations of these in many cases contain a 
very substantial element of hidden reserve. The other thing to be said about 
reserves is that there could be no greater mistake than to judge the strength 
and stability of different societies purely by their amount. Far more important 
are the policies pursued in the selection and valuation of properties accepted 
as security and the proportion of the surveyor’s value advanced. In the event 
of a sharp fall in property values a published reserve of 5 or even Io per cent. 
might be a very inadequate safeguard against laxity in lending policy. Only a 
small minority of societies could be open to a charge of laxity—but among 
the great majority that are not open to it, standards of practice nevertheless 
vary considerably. 

Though, as has been said, the year was not an eventful one for the move- 
ment, there were not wanting signs towards, and since, its close that new 
problems might be looming. The second half of 1950 saw a moderate fall in 
gilt-edged values, while since the turn of the year, though the fall has gone 
only slightly further, expectations of a rising trend of interest rates have 
beyond question strengthened. Meanwhile the decision of the Chancellor of 
the Exchequer to raise the interest payable on National Savings Certificates 
and Defence Bonds (though it has very little direct connexion with rearmament 
and the other circumstances creating those expectations, since it was actually 
taken in July last year) has already begun to pose a task of adjustment that 
may become more serious if general interest rates should rise markedly. Since 
the increase in the Savings Certificates’ rates many societies have experienced 
a slackening of the flow of new investment money and in view of the very 
slender profit margin that the weight of taxation and the greater liquidity 
now generally observed is leaving, it is clear, first, that an increase in rates 
payable on shares and deposits may, in the not distant future, become neces- 
sary, and, secondly, that, if it does, an increase in rates charged on advances 
would have to follow. 

It would not be profitable to discuss such contingencies in any detail at 
this juncture, but it is perhaps proper to point out that the fact that they are 
contingencies to be seriously taken into account lends importance to the long- 
simmering controversy on “ liquidity”’. The days when the great majority 
of societies held in liquid form a proportion of their assets that was clearly 
excessive, are now quickly passing. The problem of what is the safe minimum 
percentage of resources to hold in cash and marketable or readily realizable 
securities is likely to become one of immediate practical importance. 

What is the safe minimum liquidity percentage ? No definite answer to 
that question is possible. What can be said is, first, that there is good reason 
to suppose that the monetary powers that be are of the opinion that the 
building societies ought to hold larger liquid reserves than was the practice, 
except, perhaps, among the strongest societies, before the war; and, secondly, 
that the general consensus of opinion in the movement supports that view. 
But ought this minimum to be the 20 per cent. of total assets that the president 
of the Halifax Society advocates or ought it to be some rather less exacting 
Percentage ? In the banking world the corresponding cash and liquidity ratios 
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have long since been arrived at by an indefinable process blended of experience 
and the pressure of public opinion, and no bank would venture to allow its 
practice to fall below the standards so established. In the building society 
movement such a point has not yet been reached. Yet one would suppose 
that now that the movement has passed from the phase of rapid growth to one 
of maturity, a gradual approach will be made towards the establishment of 
norms that carry similar sanctions to those obtaining in the banking system. 
In view of the tremendous increase in property values since the war, it would 
certainly seem right that expert opinion within and without the movement 
should attempt to reach a basis of understanding on this matter so that financial 
commentators and other advisers to whom the investing public looks for 
guidance, may have standards by which to judge. 

Meanwhile, Table IV tabulates for the ten largest societies cash and invest- 
ment holdings at the end of 1938, 1949 and 1950 and the ratio of the two 
together to total resources. The outstanding fact that emerges is that, whereas 
before the war only the two largest societies ran to “ liquidity ratios ” of over 
10 per cent. and some were content with ratios as low as 3 per cent. or even 
less, now the general standard is around 12 or 13 per cent. Only one society 








TABLE IV 


LIQUID RESOURCES AND LIQUIDITY RATIOS 


(£’000's) 
1938 1949 1950 
Cash Investments* Ratio Cash _ Investments* Ratio Cash = Investments* Rati 
Oo, i) 

‘o 70 : 0 

Halifaxt .. «- 5,187 17,182 17.4 5,288 34,797 25.9 3,996 34,922 23.5 
Abbey National .. .¢) ae 4,260 10.4 2,692 10,072 12.3 3,509 13,203 13.7 
Co-operative Permanent 935 3,222 7-2 5,588 1,019 11.5 6,927 1,014 12.5 
Woolwich Equitable¢t .. 221 2,918 8.0 1,088 8,137 16.2 1,120 10,488 18.3 
Leeds Permanentt a 134 1,949 5.2 302 9,354 20.3 1,055 8,606 17.7 
Provincial as ud 186 550 7.0 1,032 4,924 15.1 584 5,283 13.9 
Burnley .. Be as 325 756 7.1 453 2,899 12.6 533 35255 12.8 
Temperance Permanent. . 38 130 3.9 596 2,060 10.9 396 2,55¢ 114 
Leicester Permanent a 56 473 3-4 352 2,394 12.6 507 2,439 12.3 
Alliance .. ba ox 63 50 2.4 1,006 1,930 13.8 829 2,073 12.2 

* Investments at book, not market, values. ¢To January 31 of following year. +To September 30 


has a ratio less, slightly less, than 12 per cent.; two are around 18 per cent. 
and the largest society of all still adheres to the severe discipline of holding 
close on a quarter of its resources in immediately realizable form. 

There is, in conclusion, one further subject that I ought to touch upon— 
taxation. In July Sir Stafford Cripps stated that he proposed to give statutory 
effect to the special income tax arrangement (‘Arrangement B’’) that has 
regulated the liability of the societies. Last month, in his budget speech, 
Mr. Gaitskell repeated this undertaking. Inasmuch as it will establish ona 
five-year basis an arrangement that was terminable at any time, this develop- 
ment will be of advantage to the societies. On the other hand, the fact that 
investors in building societies liable to surtax will now have their interest 
‘grossed up”’ in assessing their liability to this tax, must clearly tend to 
diminish the relative attractiveness of building societies as repositories of the 
savings of the rich or well-to-do. Under the conditions of “‘ easy money” 
that have obtained until fairly recently, that would not have mattered much 
to most societies. But it may not be an entirely negligible circumstance under 
conditions of “‘ dearer money ”’ and rising interest rates. 
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Floating Charges— A Conflict of Laws 
By Maurice Megrah 


N 1934 an English company carrying on business in England and Scotland 

issued in favour of a Scottish bank lender a debenture containing a floating 

charge over the whole of its assets, including certain assets situate in Scotland. 
On its liquidation the liquidator in England applied to the Court in England for 
a decision on the question whether the charge was valid in respect of property 
in Scotland—in respect, actually, of the proceeds of heritable as well as movable 
property. Luxmoore, J., held that it was. 

In 1948 a Scottish company, operating also in England, and having assets 
in England, issued in favour of an English lender a debenture embodying a 
floating charge over all its assets. On the company’s going into liquidation, the 
liquidator sought to discover if the debentures were valid. In the lower Court 
(the Outer House of the Court of Session) judgment was given for him on the 
ground that the case fell to be determined by the lex domicilii which, as the 
company was a Scottish company, meant the law of Scotland, under which 
there can be no such thing as a floating charge. The Inner House (with one 
dissentient) confirmed the decision ; Lord Keith found for the English creditor. 

In the first case (Re Anchor Line [1937], 1 Ch. 483) the liquidator argued: 
(a) that floating charges were invalid according to the law of the country in 
which the property was situated ; (b) that, by virtue of Section 270 of the 
Companies Act, 1929 (now Section 327 of the Act of 1948) Scotland differed 
from foreign countries as regards English companies. The (English) Court 
held, however, that its Chancery jurisdiction enabled it to enforce equities in 
respect of property situated in a foreign country where the mortgagor was 
within the jurisdiction ; further that Section 270 did not apply, being relevant 
only to the collection of assets by the liquidator, not to their distribution. And 
the learned Judge did not think “ that Section 270 was a deliberate intention 
on the part of the legislature to put heritable or other property in Scotland in a 
different position from property belonging to a company registered in England 
or in any other part of the world”’. 

Lord Birnam, before whom the second case (Carse v. Coppen and Wright— 
not yet officially reported) first came, thought that “‘ the basis of the judgment 
in that [the Anchor Line] case appears to have been that the validity of a float- 
ing charge of the nature in question falls to be determined by the law of the 
country. of the company’s domicile ...”. He was in agreement with this 
reasoning and accordingly decided against the debentures ; nor could he find 
anything in the Companies Act to support the contrary view. In dealing with 
the arguments based on the Companies Act, 1948, the Lord President took the 
same line as Lord Birnam. He said: “ That all this protective machinery, 
contained in a statute applicable to both Scotland and England, should have 
been expressly confined to companies registered in England seems to me 
withinkable except upon the view that companies registered in Scotland and 
subject to Scots law could not create floating charges’’. Lord Birnam had, 
moreover, suggested that it is difficult to account for the limitation in Section 
319 (5) (b) of the Companies Act, 1948—which deals with priorities in a winding- 
up, and provides in particular for the priority of certain debts over the holders 
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of debentures under any floating charge created by the company—if the 
legislature contemplated that a floating charge might validly be created over 
the English assets of a company registered in Scotland. Lord Keith (dissenting) 
did not find the Act very helpful ; it was not to be expected, he said, that it 
would attempt to deal with questions of international law. Nor could he accept 
the view of the other Judges as to Section 319 (5) (b). 

The Lord President further asserted that the nature and extent of a com- 
pany’s powers are to be judged according to the law of the country of incor- 
poration—in this case, Scots law. He referred to the authorities and found that 

‘ Amid each and all of these bewildering permutations and combinations it is 
possible to find good authority for the /ex domictlit and for the lex situs and for 
the lex actus : but the added questions then arise as to what is the actus and 
where js the situs; and in relation to some incorporeal subjects the last question 
is highly disputable ’’. So he abandoned the search for an overhead solution and 
preferred to particularize the problem more narrowly. He thought it of special 
significance that the company was a Scottish company and not a foreign 
company, because both were governed by the same statute. He thus held that 
the debentures were invalid and he would have held them so even if the floating 
charge (which he described as a “ universal assignment ’’) had been confined to 
the English assets. Both Lord Carmont and Lord Russell, in agreeing with 
this decision, refused to say whether the position would have been different if 
the floating charge had covered English assets only, though the former went so 
far as to say that if the company’s me ‘morandum of association had contained 

‘a general power to charge the company’s assets in England and a floating 
charge was created by execution this power might be held to justify the execu- 
tion in England of a floating charge over company assets in England which 
knows such charges ” 

Lord Keith (with the Lord President) refused to accept that Luxmoore, J., 
had laid down any principle of international private law in the Anchor Line 
Case. He did not agree with the Lord President that the debentures constituted 
universal assignments; they created a charge and were not of the same species 
as sequestrations or transmission by death. Whether they gave the debenture 
holder a right over assets in England was determinable according to the lex 
sitae, i.e., English law. He knew of no principle which asserted that because 
Scots law does not recognize floating charges, a deed that attempts to give such 
a charge over assets outside Scotland is essentially invalid and the fact that 
the charge purported to cover all the assets did not render it invalid. In 
illustration, he suggested the case of a domiciled Scot giving in Scotland a 
charge over goods in England, which was valid according to English, but not 
Scots, law. As he said, it could hardly be maintained in Scotland that the 
deed was essentially invalid. If the matter came before the English Courts, 
they would, he thought, satisfy themselves that the deed was properly exe- 
cuted according to the /ex loci actus, but judge its effect according to the lex 
loct ret sitae. 

Which, if any, of these opposing views is right ? Here was a deed that 
was ineffective judged purely by Scots law, because not only was the type of 
charge it purported to give unknown to Scots law, but it gave no kind of 
security that was known to Scots law. Judged simply, therefore, from that 
standpoint, the debenture-holder had no enforceable claim. But is such a case 
to be judged as simply ? 
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The intention of the parties was clear, and it is a fair assumption that they 
intended English law to apply, at least as regards the English assets—for 
otherwise the company, which is presumed to know the law, would have been 
guilty of fraud. If this is not sufficient to establish English law as the proper 
law of the contract, it may be remembered that the assets in question were 
in England, that a peculiarly English form of security was chosen, that the 
creditor was a domiciled Englishman. If it were not for the fact that the 
charge was executed in Scotland by a company of Scottish domicile, there 
would be no question but that English law was the proper law ; and if the 
action had been brought in England it is likely that that would have been the 
view taken by the English Courts (vide Ex parte Pollard (1840), Mont. & Ch. 239). 

It may, perhaps, not be denied that the disposition of the Scottish assets 
must be determined according to the lex domicilit, but is there anything to 
prevent any company, Scottish, French or German, from disposing of its assets 
in England in any way it thinks fit and, if the law of England validates what 
is done, would that not generally be an end of the matter? The fact that a 
floating charge is unknown to Scots law surely dues not prevent a Scottish 
company from giving an effective floating charge over its assets in any country 
in which such a charge is recognized. 

If the company’s creditors object to what is happening—a matter that 
ought to have been within their contemplation—they have their remedy 
while the company is alive ; after it is dead, they can reach those assets that 
are outside the jurisdiction only in so far as they are unencumbered. Both 
Lord Birnam and the Lord President expressed themselves otherwise on this 
question of equity and priorities. The first, while admitting that there was 
much to be said for the respondent’s contention that it was inequitable that an 
English creditor should be deprived of his security by an application of the 
law of the country where the company happens to be registered, felt that : 
“Parties dealing with a company registered in Scotland are well entitled to 
assume that the assets of the company wherever situated will be available for 
payment of ordinary creditors unless these assets have been made the subject 
of a valid security in accordance with the law of Scotland’’. With respect, | 
disagree. There is no reason why the parties should not have had in con- 
templation the charging of assets abroad by any means within the company’s 
powers, but in form according to the /ex sitae. 

The Lord President said : “‘ A creditor who advances money on the faith of 
an expedient of which the best that has been said is that its efficacy is ‘ con- 
ceivable ’ cannot expect much sympathy if his bold experiment fails’. This 
takes no account of the fact that the money was not lent on an expedient, but 
on a security well-recognized according to the law of the country in which the 
subject-matter of the security was situated and in which the lender was domi- 
ciled. According to the Lord President, the Scottish Courts have no means of 
applying English equity in personam for the enforcement of an equitable 
charge. ‘‘ Like the Lord Ordinary’”’, he said, ‘“‘ I am unimpressed by the alleged 
equities of the case’. Here the Lord Ordinary seems to be pleading equity, 
while the Lord President asserts the inability of Scots law to recognize it. In 
regard, in particular, to Lord Birnam’s statement, concerning the company’s 
creditors, it may be permissible to quote Martin Wolff (Private International 
Law) at page 520, referred to by Cheshire in his Private International Law, 3rd 
ed., at page 564. He is speaking of movables, but I submit that his view in this 
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respect is equally applicable to immovables, perhaps a fortiori : “‘ While under 
the law of contracts the contracting parties have a choice as to the applicable 
law because they alone are affected by the contract, the acquisition of a right 
im vem is something which . . . may concern a great number of unknown 
strangers. As the place where a thing is situate is the natural centre of rights 
over it, everybody concerned with the thing may be expected to reckon with 
the law of such place ”’ 

There was no doubt, in the present case, of the company’s competence to 
borrow or to charge the English assets. The alleged invalidity arises only from 
the form in which the property was charged. 

The answer is, I submit, that the Courts were wrong in ignoring altogether 
that there was conflict of laws. The Courts treated it as if there could in no 
circumstances be any but Scots law to consider. To apply this rule logically 
would mean that no question of conflict could ever arise. The Courts were, 
[ suggest, arguing that a Scottish company could do effectively only what it 
could do in Scotland, whereas there is nothing to prevent its dealing with its 
assets in a foreign country according to the law of that country. 

But even assuming that the charge was invalid as such by any reckoning, 
could the act of the Scottish company not be construed as an undertaking to 
give a charge ? If it could, there would be a right of action im personam (Re 
Anchor Line [1937], 1 Ch. 483). In Ex parte Pollard ( (1840), Mont. & Ch. 239) 
an equitable charge over land in Scotland, invalid according to Scots law, was 
upheld by the English courts on the ground that there was nothing to prevent 
the Scottish mortgagor from giving a valid charge and the English courts had 
equitable jurisdiction to give effect to what he ought to have done. 

It is submitted that the proper law of the contract was English, on the 
ground that that law must have been intended ; that as a result the fact that 
the contract was executed in Scotland was immaterial and thus the /ex loci 
actus (in the sense of the law of the country where the contract was entered into) 
does not apply. The Lord President himself took this view. There might have 
been good reason for applying the /ex actus, if it had not been for the fact that 
to do so would have implied fraud on the. part of the company, except on the 
basis that the company intended the charge to be valid by the only law by 
which it could be validated—English. The lex domicilii has reference only to 
the form of the contract, the capacity of the parties not being in doubt. The 
lex situs supports the view that the proper law was English, because the situs of 
the assets was English although it was at all times open to the company to 
negative the floating charge by removing the assets out of England. Lord 
Keith looked at the matter from a practical standpoint when he said that he 
could not see ‘“‘ how any decision in a contrary sense [that English law applied] 
could have any effect in reaching the assets in England ” 

As this decision stands, Scottish corporate borrowers from England and 
their English lenders will have to consider closely what security can properly 
be offered and how it is to be given. Scottish borrowers will find themselves 
more restricted in this respect than would otherwise have been the case. More- 
over, existing contracts will have to be looked at afresh to see how far they are 
enforceable against the borrowers. 
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Welsh Industry and Rearmament 


By E. Victor Morgan 


HE opening stages of the nation-wide rearmament drive are coinciding 
Tis Wales with the closing stages of the immediate post-war programme 
of industrial development. Any survey of the present industrial prospects 
of the Principality must therefore start with an analysis of the problems that 
the—largely successful—post-war recovery has left behind it, and then go on 
to discuss the new problems that rearmament is likely to bring in its train. 
The general lines of Welsh industrial development have been discussed 
in regular annual articles in the May issue of THE BANKER for some years 
past. Briefly, the main features are:—consolidation in the coal industry 
involving the closure of old and obsolete pits, the reconstruction of others 
and the sinking of several large new mines; the transformation of the West 
Wales steel sheet and tinplate industry by the building of the hot strip mill at 
Margam, the cold reduction plant at Trostre and possibly a second cold reduc- 
tion plant; the building of new power stations, and the extension of the oil 
refinery at Llandarcy; the breaking down of the old exclusive dependence on 
heavy industry by the introduction of new industries on the pre-war Treforest 
trading estate, on estates converted from ordnance factories at Bridgend, 
Hirwaun and Wrexham and on a newly built estate at Swansea, in Government- 
financed “‘ standard ”’ factories and in private buildings; and special provision 
for the employment of the disabled in the Grenfell and Remploy factories. 
Work on these schemes has been proceeding since the end of the war, and most 
of them are now complete or nearing completion. 

The coal industry stiJl presents grave difficulties especially in the anthracite 
section. Most of the pits are small and old, and their more accessible seams 
have been worked out; many are unsuitable for reconstruction because of 
their age, size or geological difficulties; and there has been a long history of 
hard conditions, disease and bad industrial relations. Furthermore, the output 
of the South Wales coalfield fell during the war by much more than the national 
average (owing to the loss of export markets) and this working below capacity 
led to a rise in the proportion of maintenance workers to face workers and to 
other continuing problems. All these factors help to explain why output per 
man-shift is the lowest and why costs are among the highest in Britain. On 
the other hand, the field has the advantage of nearness to good ports, it is an 
indispensable source of anthracite and its coking and steam coals are of very 
high quality. 

The annual report of the National Coal Board reveals that considerable 
progress has been made in mechanization and cost reduction. Eleven small 
collieries were closed during 1949 and output concentrated on more economical 
pits. The ‘‘ stall ” method of working is being replaced by the longwall method, 
which makes possible the use of mechanical conveyors. Power loading and 
pheumatic stowing are on the increase, and some success has been obtained 
with Mecco-Moore cutter-loaders. Big reconstruction schemes at Maerdi and 
Nantgarw are making good progress, and considerable extensions to coke-oven 
capacity are nearing completion. Longer term aims for the coalfield have been 
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set out in the recently published “ Plan for Coal,” which envisages an output 
for South Wales of 32 million tons a year in 1961-65. This would be an increase 
of 40 per cent. over 1949, compared with 18 per cent. for Great Britain, but it 
is only just over half the peak output of forty years ago. It is intended that 
output in the 1960s should be made up of 26 million tons of bituminous coal] 
and 6 million tons of anthracite, and that from 10 to 15 million tons should be 
for export. The plan forecasts a decline of only 2 per cent. in the labour force, 
compared with 11 per cent. for the country as a whole; in view of present 
trends, however, this appears to be optimistic. These relationships between 
labour and output imply an increase in productivity of 44 per cent. for Wales, 

compared with 34 per cent. for the whole of Britain, but they would still leave 
productivity in Wales well below the national average. This relatively low 
productivity is an inevitable result of geological difficulties, but it is one that 
can be compensated, so long as the gap is not too wide, by the advantages in 
quality and port facilities already mentioned. It is hoped to secure the 
increased output by opening seven new mines, undertaking three major recon- 
structions and 27 minor ones; the total cost of these developments is put at 
£97 millions, or 20 per cent. of total planned investment in the industry. 
However, the Coal Board is rightly cautious in its forecasts, and strongly 
emphasizes the need for improved labour relations, especially in the anthracite 
area. 

The small North Wales coalfield is also a fairly high-cost area, producing 
about two million tons a year, largely for local consumption, and the long- 
term plan provides for little change in its position. 

In steel, where industrial relations are as conspicuously good as they are 
bad in coal, the only limit to output has been the capacity of plant, though 
scrap supplies are now causing anxiety. The Margam and Trostre plants are 
nearing completion; some parts of the former are already being run in, and 
Trostre is expected to be in production by the end of the year. It had been 
anticipated that the opening of these works would mean the closure of most 
of the old pack mills and that a serious employment problem would be created 
in West Wales. However, the demand for sheet and tinplate has been so 
strong that the old mills seem likely to enjoy a new lease of life; many of them 
may continue at work at least until the construction of a second cold-reduction 
plant. The Council for Wales has estimated that, on unfavourable assumptions, 
between 5,000 and 10,000 men might be thrown out of work by 1955, but if 
present trends continue the transition is likely to be more gradual than this. 

Two other major developments are the huge British Nylon Spinners plant at 
Pontypool and the extensions to the National Oil Refineries’ plant at Llandarcy. 
The increase in refining capacity at Llandarcy is already complete, and the 
present construction programme will add to the variety of products by intro- 
ducing vacuum distillation and catalytic cracking plant. Most of the many 
smaller factories in new or converted buildings are now complete or nearly so. 
From 1945 to 1950, 146 new factories had been completed with Government 
finance and 106 with private finance, while 23 Government and 35 privately 
financed factories were in course of construction.* The bewildering range 0! 
goods produced includes agricultural equipment; aircraft accessories; carbon 

AA A SER Nl NAEP APR EPO ETI 
* See the Board of Trade Journal, December 30, 1950. Figures exclude premises of less than 
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black; clothing, hosiery, carpets and rugs; clocks and watches; electrical 
goods (such as cables, motors, cookers, refrigerators, washing machines, 
vacuum cleaners, switchgear, telephone equipment, radios and television) ; 
hollow-ware, tools, furniture, chemicals and pharmaceutical goods and zipp 
fasteners. Altogether these developments have provided about 90,000 more 
factory jobs than were available in Wales in 1937—and two-thirds of them 
are for men. 
WoRK TO THE WORKERS 

The choice of sites for the new factories has presented a problem of balancing 
economy of production against the social implications of ‘‘ pockets”’ of un- 
employed workers in an area where travel to work is difficult and where 
mobility is restricted by an even more than usually acute housing shortage. 
Industrialists themselves prefer the neighbourhood of the large coastal towns, 
particularly in the eastern part of the South Wales Dev clopme nt Area, and 
there has been some concentration of new factories there. But in the Govern- 
ment’s view, it seems, the over-riding consideration should be that of taking 
work to the workers, and hence, in the almost lyrical words of the Board of 
[rade Journal, “ on disused colliery sites, in narrow mining valleys, in ‘ lost ’ 
towns, have sprung up factories attractive in design, replacing the ancient by 
the modern, and combining to form a pattern which, although perhaps not 
perfect, is a source of satisfaction to those who, before and since the war, have 
planned and worked with so much diligence for industrial revival”. This 
policy of taking the work to the worker is common to all the Development 
Areas. It has obvious social and political advantages, and rather less obvious 
economic penalties; how serious these will be will be known only when the 
present inflation passes away and firms have experience of working for a really 
competitive market. It is generally agreed, however, that the present policy 
has reached its limits and that an increase in mobility is highly important if 
employment is to be maintained through the changes in consumers’ demand 
and other economic conditions, which the future will certainly bring. 

A serious difficulty has been the provision of work for the unusually large 
proportion of disabled persons, especially those suffering from dust diseases in 
the coalfields and in the slate-quarrying district of North Wales. Besides the 
general quota of disabled persons that industry is obliged to employ, two 
special measures have been introduced. These are the Grenfell factories and 
the Remploy factories. The Remploy factories, managed by a Government 
agency, Remploy Ltd., cater for the very severely disabled. They have been 
successful up to a point, but the numbers employed are small, and the Council 
for Wales has appealed to public authorities to aid their development by buying 
from them whenever they can do so at a competitive price. The ten Grenfell 
factories are Government-owned and are let to private employers; the usual 
terms are a 50 per cent. rebate of rent in return for an undertaking that 50 
per cent. of those employed will be disabled persons. The occupants of these 
factories have been in constant difficulties, and the Council has stated that the 
rent rebate is inadequate compensation for the burden of so many disabled 
workers and has recommended that the factories should be taken over, as soon 
as existing agreements permit, by an agency similar to Remploy.* 





* The € —- for i" “ale s pur Mewusectiel ve: Fi Wemeo onshins by the Council on its Activities. 
Cmd. 8060 Octobe ‘r, TO50 
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The problem of the disabled, together with that of the elderly and immobile 
worker, is reflected in the unemployment figures, though the overall employ- 
ment position is good. On January 15, 1951, there were 33,320 unemployed, 
distributed as follows : 








Men Women Boys Girls 
21,515 9,45! S99 1,455 






This figure, 3.3 per cent. of the total labour force, is still the highest of any of 
the Ministry ~" Labour regions, but it is far lower than anything to which 
Wales had been used. Most of the unemployment among women and juveniles 
is of short duration, but some 9,000 men have been unemployed for more than 
26 weeks. The 21,000 unemployed men include about 8,000 disabled, and 
there are another 1,000 severely disabled who are not included in the ordinary 
figures. More than two-thirds of the unemployed men are over 41 and one- 
third over 56, while 85 per cent. of those who have been unemployed for more 
than 26 weeks are over 41. The hard core of Welsh unemployment is thus 
among the older workers and the disabled. It is also to a large extent localized. 
In the eastern part of the South Wales Development Area jobs are now plentiful, 
except in Merthyr and a few places in the Rhymney valley, but in the west, 
especially in the more inaccessible parts, the situation is not so good, and it 
is here, too, that the incidence of disablement is highest. 

In Welsh agriculture, too, the standard of prosperity varies widely between 
different geographical areas. The lowland farms are sharing in the general 
prosperity of the industry, but in the hilly country there is much marginal 
land that is giving only a poor return. There are many reasons for this; in 
some cases the obvious one, infertility of soil, is a sufficient explanation, but 
ignorance and bad management, difficulty of access, poor communications and 
lack of amenities for workers are all contributory causes. The Panel on 
Marginal Land of the Council for Wales is convinced that much of this land 
could be made to yield more than it does, and is studying measures to help this 
section of the industry. Closely linked with the question of the hill farms is 
that of rural depopulation, which is the concern of another panel of the Council. 
Some of the northern agricultural counties are still losing population, and there 
is a vicious circle—sparse population; low revenue of public authorities; poor 
communications, services and amenities; and the further exodus of population 
—that will be hard to break. 

What, now, of the effect that rearmament is likely to exert on the new 
economic pattern ? The impact will certainly be far-reaching and complex, 
in the curtailment of investment programmes, the adaptation of industry to 
meet defence orders, the shortage of materials and the restriction of consumer 
spending. As a result of curtailed investment, no new Government-financed 
factories are being started and privately financed projects are being sanctioned 
only in special circumstances. Fortunately, as has been pointed out earlier, 
the new factory programme was nearing completion before the restriction 
occurred so that it will not seriously affect employment prospects in the short- 
run. It will, however, delay the reconstruction of bombed towns and delay 
improvements in communications to which Wales has long looked forward, 
and which are highly important for its future economic development. During 
the war the placing of contracts in Wales was hindered by the lack of suitable 
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factories; of 130,000 workers eventually engaged in war industry, 70,000 were 
in the manufacture of explosives. Recent developments have done something 
to change this, but Wales still has little of the engineering capacity that is 
likely to be most in demand for the present arms programme, and it is likely 
that defence orders will loom less large here than in some other areas. 

The scarcity of materials is already beginning to make itself felt, and 
some factories using non-ferrous metals are having to work below capacity ; 
future prospects will depend on world conditions of supply and demand, but, 
at the best, firms producing consumer goods for the home market are likely to 
suffer considerable inconvenience. Finally, there is the unknown effect of the 
restriction of consumers’ spending; if rearmament brings a new dose of 
inflation, this will, of course, be inoperative and the limit to the output of the 
consumer goods industries will be their ability to get materials and labour; 
if, on the other hand, inflation is avoided and spending sufficiently restricted, 
firms in these industries will find that the ability to sell their product is the 
effective limitation on output. 

The situation contains many uncertainties, but it should not cause undue 
pessimism. Some firms will have to face either a reduction in output or a 
drastic change in their activities, but others will be able to adapt themselves 
to defence orders fairly easily, and the basic industries are assured of working 
to capacity. Great progress has been made during the past few years and the 
economic structure of Wales is sounder than it has been within living memory ; 
even if the next year or two brings interruptions to this progress, they will be 
far from catastrophic and should be only temporary. 


International Banking Review* 


Argentina 


HE Central Bank has laid down the procedure to be followed by those applying 
Te transfer funds abroad under the terms of the Government decree published 
at the end of August, 1950; this decree, it will be remembered, opened the 
door to some remittances of foreign investment earnings out of Argentina. The 
regulations stipulate that applications to remit must be made between the Ist and 
5th of each month through authorized institutions or brokers, that they may not 
be made for income accrued for periods of less than three months, and that they 
must refer only to liquid and distributed profits or benefits in connection with 
balance sheets closed after August 28; 1950, or income accrued after that date. In 
no case may they exceed 5 per cent. per annum of the amount of the investment 
registered in the name of the holder abroad. It is stated that transfers will be 
authorized for remittance in four equal quarterly quotas on the dates indicated 
by the respective coupons and will not be cumulative. Incomes covered by the 
decree are put in four different classes and separate application forms must be 
used foreach. The invitation to submit applications is stated to carry no assurance 
that the Central Bank will allow transfers; the bank’s decision in each case will 
be primarily dependent on its holding of the currency of the country to which the 
transfer is to be made. Applications will be granted solely in favour of the investor 
and only fer transfer to the country of domicile registered in the account. 
The new trade agreement with Britain, which was announced just as this issue 
of THE BANKER went to press, provides for considerably higher meat prices and 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 235-240 
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for a ‘“‘ revaluation guarantee ’’ payment of {104 millions from Britain to Argentina: 
the latter will go into a special account from which Argentina will meet her arrears 
of financial remittances. 

Belgium 

rhe Government has decided to introduce a special profits tax for the duration 
of the rearmament programme. This tax will be equivalent to 25 per cent. of all 
profits exceeding the highest yearly earnings between 1947 and 1950. As an 
alternative, the tax may be levied, at the option of the taxpayer, at 8 per cent. 
of the capital assets employed in the business. A rebate is to be offered on all tax 
payments made in advance of the due date. 

Advance payments of income tax under schemes already in operation have 
reached a figure of over Belgian Frs. 3,000 millions. The Government has 
announced its intention to use these funds to relieve the extraordinary budget, 
which is normally financed by borrowing. In addition, income tax arrangements 
have been overhauled and simplified. Two of the previous schedules of income 
tax have been fused into a single tax, which, together with the supplementary 
personal income tax, is henceforth to be deducted at source. . 


Brazil 


A report on the financial situation of the country by the new Finance Minister 
Senor Lafer, has stressed the necessity for the liquidation of the Government's 
debt to the Bank of Brazil. It suggests that credit policy should seek to limit the 
expansion of non-essential industries and encourage the development of those 
likely to contribute most to the solution of the problem of reducing the cost of 
living. The report proposes that the Superintendency of Currency and Credit 
should be given power to “control ”’ the credit policies, loans and investment 
activities of commercial banks, official savings banks, pensions institutes, insurance 
concerns and similar institutions. It also recommends that steps should be taken 
to put the stock markets “ on a sound basis ’’ so that they can be used to channel 
capital into the new undertakings of the Government and private enterprise. 
Such steps should include the regularization of the service on foreign bonds, the 
redemption or replacement of matured issues and the acceptance of such bonds 
as guarantee by official institutions at their face value. The Minister has promised 
that when the financial situation has become more normal, when the stock market 
is established on what he regards as a firni basis and when a well-ordered credit 
policy is brought into operation, he will present further proposals for financing 
industrial development. 


Canada 


The Budget proposals for the fiscal year 1951-52 provide for the imposition of 
a special defence tax equal to 20 per cent. of present taxable income, for the raising 
of the general sales tax from 8 to ro per cent. and for higher excise duties on a wide 
range of less essential goods. The corporation profits tax on net earnings exceeding 
$10,000 has been raised from 38 to 45.6 per cent. In its final form the Budget 
provides for a surplus of $10 millions; this compares with a realized surplus of 

$203 millions for the year to March 31 last, when revenue amounted to $3,105 
millions and e xpenditure to $2,902 millions. 

Official estimates suggest that industrial investment in Canada in 1951 may 
amount to $4,300 millions, compared with $3,700 millions in 1950. Gross national 
income is expected to rise to $20,000 millions, from $17,700 millions in 1950. 

Official reserves of gold and American dollars, which rose by $625 millions in 
1950, declined by $89 millions, to $1,653 millions, in the first quarter of 1951. 
The main reason for the recent contraction in the reserve is believed to be with- 
drawal of American capital sent to Canada before the Canadian dollar was unpegged 
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Colombia 


New exchange regulations imposed by the Colombian Government have brought 
to an end the former dual exchange system. The “ official ’’ and “‘ exchange certifi- 
cate’ rates are being discontinued, leaving the exchange for all imports and exports 
to be negotiated in the “ free ’’ market. Special arrangements have, however, been 
made for exchange transactions arising from contracts in course of completion 
and from coffee trading. The new “ free’’ rate is apparently to be subject to 
control by the Central Bank, chiefly through manipulation of import restrictions; 
at present the bank intends to keep the rate at or near 2.50 pesos per U.S. dollar. 
The Colombian authorities hope that they will gradually be able to bring exchange 
business arising from coffee trading (which accounts for 75 per cent. of total exports) 
within the scope of the new free market arrangements. 


Egypt 

The Government's Budget proposals for the fiscal year to June 30, 1952, provide 
for total expenditure of £E 231 millions, against {E 206 millions in the current year. 
Revenue is expected to amount to £E 212.5 millions, or £E 31.5 millions more than 
in 1950-51. It is proposed to finance the deficit from the general reserve fund. 

The exchange control authorities have advised banks that they are prepared 
to consider applications for crediting to “‘ export accounts ’ any funds standing 
in American and Swiss blocked accounts, as well as any funds in ordinary American 
accounts that have in fact been blocked for a specified period. It is expected that 
the decision will greatly enlarge the scope of the “‘ export accounts ’’ system. The 
exchange control authorities, however, are no longer willing to consider applications 
for remittances to the United Kingdom for the purchase of Egyptian securities for 
repatriation; these remittances, which were first permitted in 1949, have been 
banned because of complaints that the importation of such securities, purchased 
at high discounts, had contributed to the depression of the local stock market. 

Dr. Ahmed Zaki Bey Saad, a director of the International Monetary Fund, has 
been appointed Governor of the National Bank of Egypt. He will succeed Sir 
Frederick Leith-Ross when the Bank comes under Government control as Egypt’s 
central bank on May 12. 


France 
The Government has introduced new measures to cover the increased Budget 
deficit that has arisen from defence expenditures. These include a 2 per cent. 
increase (to 36 per cent.) in the company profits tax, the suspension of special 
exemptions from the 1 per cent. turnover tax on exports, the introduction of export 
taxes on certain products to be specified later and an increase in the tax on fuel 
oil and second-hand car sales. 


Germany 


The Occupation authorities have lifted most of the remaining restrictions on 
West German industrial production. The effect of the policy change is to free 
shipbuilding from all restrictions on size, speed and tonnage of individual ships 
within existing capacity, and to allow the production of precision ball-bearings, 
aluminium, chlorine, styrene, synthetic rubber, synthetic petrol, most machine 
tools, and many other goods. 

West Germany showed a surplus of $11.3 millions on E.P.U. operations in 
March, but the chairman of the Central Bank Council has stated that the Bank 
is still opposed to the issue of any new import licences, except for the most urgent 
necessities, until pre-embargo licences have been worked off. The policy of the 
Yentral Bank will be to issue import licences only in proportion to ‘“ cautiously 
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estimated ’’ proceeds from exports. The bank is fully determined to make use oj 
its veto rights within the Imports Committee. This statement followed 
criticism by the O.E.E.C. Council of Ministers that the West German Government's 
proposals for putting the country’s payments position on a sound basis were 
inadequate. 







India 

Taxation changes to produce an extra {23.4 millions of revenue have been set 
out by the Finance Minister in the Budget for the year beginning on April 1, 1951. 
The adjustments include the raising of the corporation tax from 2} to 23? annas 
per rupee, a 5 per cent. surcharge on all income tax and super-tax rates, excluding 
corporation tax, an additional surcharge on all items on the import schedule, 
excluding those covered by specific agreements, an export duty on groundnut 
kernels, changes in the tobacco tax and other customs and excise levies. 

The Budget provides £57.5 millions for capital outlays in 1951-52 and {47 
millions for loans to States, but the Government hopes to raise £75 millions from 
new loans and £32 millions from small savings. Provision has also been made, 
according to the Finance Minister, for the redemption of the outstanding balance 
of £65 millions of the 3 per cent. 1951-52 loan. 





















Iraq 

The Government has sought Parliamentary approval for a plan to establish a 
small loans bank whose function will be to provide loans to lower income groups 
for emergency purposes. The bank will be attached to the Rafidain Bank and will 
have an initial capital of ID 250,000, which will be advanced as an interest-free 
loan by the Ministry of Finance. Loans may be made at reasonable rates of 
interest up to an amount of ID 200 per person and must be secured by movable 
property which is not easily perishable. 









Israel 


Under a new anti-inflation programme the Government has undertaken to 
finance expenditures under both the ordinary and the security Budgets out of 
revenues raised internally. It is expected that one result of this policy will be 
the ending of the practice of issuing Treasury bills as cover for increases in the 
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note circulation. The Government has also announced the launching of a new 
issue of savings certificates carrying a guarantee against devaluation of the Israeli 
pound and the banning of private gold trading. It will regulate bank credits to 
discourage lending likely to stimulate speculation and encourage lending likely to 
assist the production of capital goods. The Finance Minister, outlining the new 
programme, expressed the opinion that the exchange crisis had passed its peak, 
as more foreign exchange funds should be available in the second half of the year. 

Further measures taken by the Government to alleviate the external payments 
problem include the issue of a special bond for a total amount of {25 millions in 
exchange for the transfer of foreign securities, foreign exchange or gold to the 
Treasury. The new bond, which yields interest at 3} per cent., carries a guarantee 
against possible devaluation of the Israeli pound in terms of the U.S. dollar. As 
an additional inducement, bond purchasers are to be allowed to buy an unspecified 
amount of the same security in local currency at the official rate of exchange. As 
the official rate is now about 400 per cent. above the free market rate, this 
“bonus ’’ provision represents a compromise between the official parity and the 
free market rate. An amnesty has been declared for Israelis subscribing to the 
new bonds. This is explained by the fact that it is illegal for Israelis to hold foreign 
assets except with specific Government permission. 

The Government has announced its intention to create a central bank of issue 
of its own when the three-year agreement with the Anglo-Palestine Bank ends on 
June 30, 1951, but there is some doubt whether arrangements can be completed 


in time. 
Netherlands 


It has been announced that additional defence expenditure over the next four 
years will amount to about Fls. 2,000 millions. The Government plans to cover 
half this amount by increased taxation and the other half by borrowing. Tax 
adjustments already made include the raising of company profits tax from 40 to 
40-50 per cent., an increase of 5-7} per cent. in income taxes on persons in the higher 
income brackets and the stepping-up of the turnover taxes on less essential goods 
and wholesale trade transactions. Public investments are to be sharply. curtailed 
and private investment discouraged through tax increases, credit controls and the 
siphoning off of savings into defence and funding loans. 

Official estimates put the balance of payments deficit in 1950 at Fls. 1,100 
millions, against Fls. 240 millions in 1949. National income last year is estimated 
to have been Fls. 18,400 millions, compared with Fls. 16,200 millions in the previous 
year; personal consumption is stated to have absorbed Fils. 12,300 millions of 
national product in 1950, and net investment in enterprises Fls. 3,500 millions. 


Pakistan 

Under an agreement with the United Kingdom, tariff preferences hitherto 
enjoyed by a wide range of British goods have been withdrawn. This decision 
followed complaints that the United Kingdom, while continuing to enjoy numerous 
advantages in Pakistan conceded in the trade agreement reached with undivided 
India in 1939, was not giving enough in the way of reciprocal benefits. 

The Finance Minister has estimated that Pakistan would have a Budget surplus 
of Rs. 207 millions in the year to March 31, 1952, if present tax rates remained 
unchanged. He therefore proposes to reduce income tax, to abate a large number 
of duties on raw materials and other goods and to increase expenditure on social 
and economic development and defence. In order to encourage investment in 
industrial undertakings, a tax concession is being granted to those who invest, 
between April r, 1951, and March 31, 1953, in certain approved public companies 
that are being floated to further industrial development. 
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Poland 


Poland has refused to pay the first instalment of £400,000 that it had agreed to 
make in settlement of outstanding British claims under the Anglo-Polish financial 
agreement of January, 1949. No reasons have been given for this refusal. 

The Budget proposals for 1951 provide for total revenue of 56,000 million zlotys 
and total expenditure of 52,000 million zlotys. When allowance is made for the 
change in the value of the zloty in the 1950 monetary reforms, these totals are 
about twice as large as those for the preceding year. 


South Africa 


Exports of manganese, asbestos, copper and certain other strategic raw materials 
will henceforth be subject to Government permit. In announcing the new regula- 
tions, the Minister for Economic Affairs, Mr. Louw, pointed out that the Union 
was one of the largest producers of manganese and other scarce products. He 
added that other countries concerned “should take such facts into account” 
when deciding upon allocation of the raw materials that they themselves produce. 
These remarks have been interpreted to mean that the object of the new regulations 
is to provide the Union with a bargaining counter for securing her own requirements 
of scarce materials from abroad. 

The Budget proposals for the fiscal year 1951-52 provide for a return to the 
earlier (and slightly higher) taxation formula for the gold mines, for an increase 
in taxation of tod. in the £ in the tax on diamond mines, for the abolition of the 
undistributed profits tax (accompanied by an increase from 4s. to 5s. 6d. in the 
normal income tax on company profits), and for an increase in duties on wines 
and spirits. Personal income taxes are not changed. In their final form the Budget 
plans provide for a surplus of revenue over expenditure of £560,000. 

The Union's sales of premium gold reached a new high level in February. 
Official returns show that exports of processed and semi-processed gold reached 
£5.4 millions, compared with £4.3 millions in January and {1.3 millions in February 
of last year. 

The Union’s Finance Minister, Mr. Havenga, announced during the Budget 
statement that premium gold sales had yielded the mines an extra {2.2 millions of 
revenue in 1950. He indicated that South Africa would resist pressure from the 
[International Monetary Fund for a cessation of gold premium operations unless 
the “ disequilibrium ”’ in _ the official | price of gold was first eliminated. 
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INTERNATIONAL BANKING REVIEIW 


In another recent statement, Mr. Havenga declared that as a result of the 
Union’s increased loan requirements it is no longer possible to satisfy all needs in 
the United Kingdom. He pointed out that the recent participation of American 
banks in credits to the Union was a new departure on the part of the U.S. capital 
market. It was hoped that in future it would be possible to place serial bonds on 
the private capital market in the U.S. so that the International Bank could give 
the Union the benefit of the 1 per cent. commission charged on existing loans. 


United States 


The first quarterly report of the Office of Defence Mobilization estimates that 
the gross national product was Io per cent. higher between January and March 
than in the corresponding quarter of 1950. Although defence expenditure was 
rising steeply during the period, production for civilian use is stated to have been 
higher than a year before. The report estimates that the increase in production 
during the next three years should average 5 per cent. per annum. 

The Secretary to the Treasury, Mr. Snyder, has estimated that the fiscal year 
to June 30, 1951, will produce a surplus of about $3,000 millions instead of the 
$2,700 millions deficit forecast in January. Tax revenues for the fiscal year 1951-52 
are now expected to be $3,000 millions above the earlier official forecast, and the 
indicated deficit (on the basis of present taxation) will thus be reduced to $13,500 
millions. Mr. Snyder has asked Congress for immediate powers to make the tax 
increases proposed in his message to it last January (which would produce an 
additional $10,000 millions), but he has stated that the improved budgetary 
position will permit the proposed second round of tax increases, for $6,500 
millions, to be postponed for a year. 

Mr. William McChesney Martin (former assistant to Mr. Snyder, Secretary to 
the Treasury) has been appointed to the chairmanship of the Federal Reserve 
Board in succession to Mr. Thomas McCabe. 

It has been announced that holders of $13,450 millions of 2} per cent. Govern- 
ment stock, 1967-72, accepted the offer of conversion into the non-marketable 
2} per cent. issue; the total amount eligible for conversion was $19,500 millions, 
and the conversion is regarded as having been a success. 


Appointments and Retirements 


Associated Australasian Banks in London—Mr. O. M. Samuel, manager of the Bank of New 
Zealand, to be chairman in place of Mr. N. A. Jackson, who is returning to Australia. 

Barclays Bank—FExeter District, Local Head Office: Mr. W. K. Bodman, from Exeter, to be 
district manager. Liverpool District, Local Head Office: Mr. P. W. Rathbone, from Head Office, 
Advance Dept., to be local directors’ assistant. Inspection Dept.: Mr. J. J. B. Taylor, to be district 
imspector, Windsor district. Anerley: Mr. F. D. Ashmole, from Head Office, to be manager. 
119 Bakery Street: Mr. F. D. Elmes, from Piccadilly Circus, to be manager. Commercial Rd. : 
Mr. F. M. Dove, from Golders Green Rd., to be manager. Golders Green Rd.: Mr. G. H. Parker, 
from 160 Piccadilly, to be manager. 73 Strand: Mr. S. E. T. Williams, from 119 Baker St., to 
be manager. Thornton Heath: Mr. E. G. A. Sands, from Anerley, to be manager. Exeter: Mr. 
B. R. W. Hill, from Truro, to be manager. Redruth: Mr. P. Pearce, from Penzance, to be manager. 
St. Austell and Fowey: Mr. A. Vague, from Redruth, to be manager. Truvo: Mr. V. H. C. Daniel, 
from St. Austell and Fowey, to be manager. 

Barclays Bank (France) Limited—NMr. A. W. Tuke has resigned from the board. 

British and French Bank (for Commerce and Industry)—Mr. L. T. Edwards, sub-manager 
and secretary, to be deputy manager and secretary. Mr. P. J. Dury, sub-manager, to be deputy 
manager. Mr. E. S. Grahl to be sub-manager. Mr. M. L. Berger to be sub-manager. 

British Linen Bank—Coldsiream: Mr. G. R. Turnbull, from Wishaw, to be manager on retire- 
ment of Mr. R. M. Davidson. 

Clydesdale & North of Scotland Bank—Crieff, West High St.: Mr. J. S. Brydie and Mr. G. A. 
Anderson to be joint managers of the combined businesses of West High St. and James Square. 
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Aberdeen, Commercial Rd.: Mr. J. Gillespie to be sole manager on retirement of Mr. A. C. Campbell 
Moore Place: Mr. |. C. Macsween, from Head Office, to be sub-manager. Glenlivet: Mr. I. W. 
Barrack to be manager on retirement of Mr. D. McConachie. 81 High St., Ayr; Tam’s Brig, 
Ayr; Townhead, Ayr: Mr. J. Wytie to be joint manager with Mr. R. J. Hastings at 81 High St 
and Tam’s Brig; and with Mr. R. J. Hastings and Mr. J. Guthrie at Townhead. Lockerbie: 
Mr. A. K. McTavish, from Haymarket, Edinburgh, to be manager. Edinburgh, Haymarket: 
Mr. E. E. Gamley, from Leith, to be manager. Leith: Mr. J. S. Thompson, joint manager, to 
be sole manager. Prestwick: Mr. T. Hamilton, from Cardonald, to be joint manager with Mr 
James S. MacAlpine. Cardonald: Mr. J. D. McNeil, from Prestwick, to be manager. 

District Bank—Lt.-Col. T. Marshall Brooks, D.L., has been appointed a deputy chairman 
Mr. J. F. Hornbrook has been appointed assistant secretary. Tyrustee Dept., 57 King St., Man- 
chester, 2: Mr. H. G. Simms and Mr. J. C. Cooper to be trust officers. Manchester and Salford, 
Withingion: Mr. R. J. Scott, from Levenshulme, to be manager. 

Eastern Bank—\Mtr. F. B. Sadler and Mr. H. Millen to be joint general managers on retirement 
of Mr. N. S. Golder, who has been appointed a director. 

Finance Houses Association—Sir Edward de Stein has accepted an invitation to become 
president on retirement of Mr. J. Gibson Jarvie. Mr. Richard B. Hurton has been elected chair- 
man in succession to Mr. D. Carmichael, M.A., LL.B. 

Lloyds Bank—The Hon. Thomas H. Brand, C.M.G., and Mr. W. R. Verdon Smith have been 
elected to seats on the board. Board of Directors: The following directors have now retired: 
Sir Peter Bennett, O.B.E., M.P., Sir Harold Bowden, Bt., G.B.E., Lt.-Col. R. K. Morcom, C.B.E., 
Sir William Verdon Smith, C.B.E., Lt.-Col. The Rt. Hon. Lord Teviot, D.S.O., M.C., Sir Henry 
E. S. Upcher, Sir Evan Williams, Bt., LL.D., D.L. Sir Peter Bennett, Colonel Morcom, Lord 
Teviot and Sir Evan Williams continue their membership of local committees and Sir Henry 
Upcher has been appointed to the newly-formed Eastern Counties Committee. Liverpool Com- 
mittee: The Rt. Hon. Lord Kenyon, D.L., of Gredington, Whitchurch, Shropshire, has been 
appointed a member. Eastern Counties Committee: Mr. A. P. Cobbold, of Ipswich, has been 
appointed a member. Head Office—Chief Inspector's Dept.: Mr. A. C. King, an assistant con- 
troller, Advance Dept., to be an inspector; Staff College: Mr. W. B. Fowler, from Manchester, 
to be senior instructor. Brighton: Mr. E. J. Furley to be assistant manager. Manchester: Mr. 
1). Mackrory, from Doncaster, to be assistant manager. Pakistan, Karachi: Mr. J. A. Brough, 
from Calcutta, to be manager on retirement of Mr. J. M. W. Nisbet. 

Martins Bank-——Barnard Castle: Mr. J. A. Gardner to be manager. Darlington: Mr. S. A. 
Elton to be manager. Guisborough: Mr. G. Wiseman to be manager. Loftus: Mr. W. Dunn to 
be manager. Middlesbrough: Mr. P. W. Goostrey to be manager. Middleton-in-Tcesdale: Mr 
H. Dixon to be manager. Stockton-on-Tees: Mr. A. B. Hindmarsh to be manager. 

Midland Bank—Sir Edward D. A. Herbert, O.B.E., has been elected a member of the board 
and of the board of the Midland Bank Executor and Trustee Co., Ltd. Head Office: Mr. C. J. 
Harrison, of Long Eaton, to be a superintendent of branches on retirement of Mr. J. G. Holt. 
London—AMinories: Mr. G. H. Smith to be manager on retirement of Mr. R. Wells; Waterloo 
Bridge: Mr. C. E. P. Harrison, of Pall Mall, to be manager. Eastcote: Mr. W. St. C. Pattinson, 
of Acton, to be manager. Long Eaton: Mr. R. G. Hayes to be manager. Wallington: Mr. E. J. 
Davis, of 16 Regent St., London, to be manager on retirement of Mr. H. A. Anstiss. 
National Bank of Scotland—Glasgow, Bothwell] St.:| Mr. G. Templeton to be manager on 
retirement of Mr. W. F. Ferguson 

National Provincial Bank—/anbury: Mr. S. W. Lovell, from Brighton, to be manager. 
Manchester: Mr. T. C. Metcalf, an inspector of branches, to be assistant manager. Romford 
Mr. G. C. Wetton, from Eastcheap, to be manager on retirement of Mr. H. J. Banyard. Wisbech: 
Mr. A. C. J. Wright, from Banbury, to be manager. 

Royal Bank of Scotland—Jearsden: This branch has been re-opened under the management 
of Mr. H. W. Low, from Glasgow. 

Union Bank of Scotland—Alloa: Mr. J. KK. Duncan, joint manager, to be sole manager on 
retirement of Mr. W. J. Sweet. 

Westminster Bank-—Chelsea (Pavr’s): Mr. J. A. Forbes, from Kew Gardens, to be manager 
Piccadilly Circus: Mr. S. D. Clarke, from Chelsea (Parr’s), to be manager. I¥"tambledon Connon 
Mr. H. J. Fooks, from Ewell, to be manager on retirement of Mr. J. Baker 


Australia and New Zealand Bank 

The High Court has sanctioned the merger between the Bank of Australasia and the Union 
Bank of Australia: the new combined bank has now been registered as the Australia and New 
Zealand Bank 

Midland Bank Staff Association 

The Midland Bank Staff Association has now disbanded, following its disagreement with 
the management over the rate of last December’s cash bonus payment. The Midland 
Venture, the Association’s magazine, has ceased publication. 
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Bank of England “r _ — - — — — 
_ Public Departments... 447.6 428.9 440.8 432.8 436.5 450.5 
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Treasury Deposit Receipts 


Raised Redeemed Outstanding; 
ém {fm £m. 
1949 Dec. : 200.0 142.5 872.0 
1950 March : 29.5 495.0 
June P 140 190.0 350 
Sept ee 35. 595. 
Oct 27 : 125. $4.5 585.5 
Nov. 2: 95.0 1160.5 564. 
Dec. ; 100. 139.0 525. 
1951 Jan. 2 in ; 105.0 420.¢ 
Feb. 24 50.0 340. 
March 31 is ‘ : 90.0 140.5 283.5 
* Periods ended on last Saturday in cach month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 

150 Net New 1951 Net New 
Week ended Raised Redeemed Borrowing Week ended Raised Redeemed Borrowing 
Oct 25.0 25.0 jam. 2S « 30.0 — 30.0 

25.0 25. 20. 25.0 
40.0 , 19. = 
me) 3.5 1.4 Feb. © cad — 
ba ye 25.0 
, 7 35.0 


7 ae 25.0 


ww 
CouUIrw 


| Mar 
April 


Britain's Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit -——-— —-- —---—__—_ - -———— at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold S.R. in 
Credits I.M.F Loan Reserves 
1946 ; 1123 — + 220 2096 
1947 327 240, - 618 2079 
1945 
] is P 345 3s 5 + 162 2241 
I] 7 - 321 1920 
Ill . - - 143 1777 
IV + 79 1856 


m no te 
°° ome 


25.0 - 25.0 21 


Fotal, 1948 52 325 1856 
a 

- 32 : 25 5 1912 

II 2 - - : 2 1651] 

III 1425 

IV 2 + 2 1688 


rotal, 


1g50 
I 
I] 
III 
IV 


Fotal, 1950 


IQ51 


I 





let New 
Orrowing 
30. 


ww n 
wi 


= to 
of9 OM 


amu 


5 
I 


2° 


Reserves 
it end of 
Period 


2090 
2079 


2241 
1920 
1777 
1856 
1856 


1912 
1651 


1425 
1688 


1688 


1934 
2422 
2750 


5 
3300 


BANK OF SCOTLAND 


\ SATISFACTORY YEAR 


LORD ELPHINSTONE’S REVIEW 


HE annual general meeting of the Pro- 

prietors of the Bank of Scotland was held 

within the Head Office, Edinburgh, on 
\pril 3. The Right Hon. Lord Elphinstone, 
K.T., Governor of the Bank, presided. 

In submitting the Directors’ report, the 
Chairman said : 

When I addressed you last year the outlook 
at home and abroad was clouded by uncer- 
tainty, an uncertainty which was the more 
disturbing because of the improvement which 
seemed to be taking place in our trading 
position as a nation. The fear that the efforts 
which were being made to restore our balance 
of trade might be frustrated by the need for 
expenditure on Defence was always present. 
It is therefore satisfactory that during the 
last twelve months we have been able to 
maintain our world trade and at the same time 
bear our share in the strengthening of the 
defences of the peace-loving nations. 

We would warmly associate ourselves with 
the recent expressions of appreciation by Bank 
Chairmen of the assistance which this country 
and other nations have received from the 
United States of America. Their generosity 
has helped to’ preserve the freedom of demo- 
cratic countries and to restore to some extent 
their standards of living. 

Once again we contemplate an economy 
dictated by Defence requirements and the 
heavy additional burden of rearmament may 
require higher taxation. No doubt our people 
will accept this in the proper spirit provided 
they can be assured of the urgency of the need 
and of the equity and wisdom of the measures 
proposed. They are, however, entitled to 
expect the most stringent economy in the 
administration of Government. Rearmament 
and Defence should as far as possible be 
financed on a “‘ pay as you go”’ basis : maxi- 
mum productivity should be the accepted and 
universal rule and the utmost economy 
demanded from all Departments of Govern- 
mental Administration. There is need for 
public policies which will counteract the 
erosion that has been taking place in the value 
of our money through the insidious process of 
inflation. 

The Royal Commission instituted to enquire 
into the present system of taxation of incomes 
and profits will, it is hoped, press forward 
with their investigations and recommendations. 

While there was justification for a cheap 
money policy during the war and in the early 
post-war period it would seem to be of doubtful 
advantage now in face of an intensified infla- 
tionary threat. Existing rates of interest are 
somewhat unrealistic and appear actually to 

aggravate the inflationary trend. In the past 
the fluctuating Bank Rate proved its efficacy 
aS a corrective and we believe it could again 
operate beneficially, 


INCREASE IN LOANS AND ADVANCES 

Turning now to the Bank’s Balance Sheet, 
Deposits show a moderate increase of £637,000 
compared with twelve months ago. 

We are pleased to record an increase of 
£4 millions in our Loans and Advances. These 
are spread over a wide range of industries and 
the increase occurred largely in the last 
quarter. We continue to find that we are 
frequently asked to grant facilities for pur- 
poses which normally would be financed out 
of the borrower's own resources. This is only 
one reflection of the excessive burden of taxa- 
tion which makes the provision of sufficient 
working capital and the accumulation of 
adequate reserves for replacements and _ ré- 
newals very difficult and, indeed, in many 
cases quite impossible. The steep rise in 
costs of raw materials is another explanation 
of increased borrowings from the Banks. Our 
extensive Branch system enables us to keep 
closely in touch with all branches of industry, 
particularly agriculture, in which we have a 
substantial stake through our advances to 
farmers. Shipbuilding is experiencing satis- 
factory trading and we are glad to think that 
the immediate outlook there is favourable. 

All known Bad and Doubtful Debts have 
been provided for. 

It is very necessary that a strong liquid 
position should be maintained, and throughout 
the year, as always, we have observed orthodox 
principles with a good margin to _ spare. 
Assets in Cash, Bank Balances, Cheques in 
Transit, Money at Call and Short Notice and 
in Bills Discounted (including {1,500,000 of 
Treasury Bills) amount to £35 millions— 
equivalent to 31 per cent. of our total liabilities 
to the public. When there is added thereto 
our holding of Treasury Deposit Receipts and 
our investment portfolio of over £53 millions 
we have liquid resources of £91,901,000, equal 
to 80 per cent. of our public liabilities. The 
value of the investments, which are practically 
all British Government Stocks, is greater than 
the amount at which they appear in the 
Balance Sheet. 


TRIBUTE TO STAFF 

The Management and Staff have continued 
to give loyal service to the Bank and I would 
take this opportunity of expressing a word of 
sincere appreciation and thanks to them. 
Relations between the Directors and the Staff 
are cordial and friendly, and the frank dis- 
cussion of our domestic affairs through the 
medium of the Bank’s Staff Association ensures 
the maintenance of this satisfactory state of 
affairs. Following upon discussions with repre- 
sentatives of the Staffs, higher scales of 
remuneration have recently been agreed and 
introduced. 

While gross earnings have continued to 
expand, the increase in these has not kept 
pace with the increase in operating expenses, 
particularly in salaries and pensions. It can 
be claimed, however, that notwithstanding 
greatly increased expenses of administration 
and higher taxation the facilities afforded by 
the Bank represent one of the few services 
which to-day cost the public no more than 
before the war. The report was adopted. 
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HE fifty-first annual general meeting of 
National Bank of Egypt was held on 
March 28 in Cairo, when the report of the 

directors and the balance sheet, as follows, was 

submitted : 


BALANCE SHEET, DECEMBER 31, 1950 
ISSUE DEPARTMENT 
LIABILITIES LE. MM 


Notes issued 191,000,000 000 


I9T,000,000 000 


_— 

ASSETS LE. MM 

Gold 6,375,873 969 
Egyptian and British Government 


freasury Bills and Securities 184,624,126 031 


I91I,000,000 000 





BANKING DEPARTMENT 


LIABILITIES £E. MM 
Share Capital 
300,000 fully paid shares of £10 each 2,925,000 000 
Statutory Reserve Fund 1,40 000 
Special Reserve 1,462,500 000 
Current, Deposit and other Accounts 88,866,005 477 
Egyptian Government 
Egyptian Government “ Treasury Bills 
(Law No. 119 of 1948) Sp. a/c 
sudan Government 
Bankers’ Accounts 
Cheques and Bills payable 
Provision for payment of final dividend 
it the rate of 16 per cent. per annum 





55,919,788 952 


60,000,000 O00 
5,455,790 461 
31,287,301 536 

386,900 322 


468,000 000 


Profit and Loss Account Balance 341,203 331 
Acceptances, &¢ 21, 386,933 531 


269,961,983 610 


ASSE1 LE MM 
Government Securities nd Security 
guaranteed by the Egyptian Covert 
inent 142,400,411 405 
Sundry Securities 759,138 402 
Advances on Merchandise 14,453,894 827 


14,283,024 938 
3,150,721 663 


487,012 873 


Advances on Securities 
Sundry other Advances 
Bills Discounted 

Bankers’ Acc 
Money at Call 


36,405,054 921 


Short Notice 13,919,100 000 











Gold 15,321,441 484 
Cash 
N.B.E. Notes £LE.7,008,743 o 
Ort Notes & Coin fF 157,506 : 313 
7,256,249 563 
Building 100,000 000 
Client ] nlity for Acceptance A 
er « tr 1, 350,933 I 
269,961,983 610 
a 
j. A. CRAWFORD 
5S. WAHBA F, W. LEITH-ROSS, 
Direct Governor 
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PROFIT AND LOSS ACCOUNT 

Dr. LE MM 
Directors’ Fees 12,648 560 
Current Expenses 1,277,734 086 
Interim Dividerid at the rate of 4 per cent. 

per annum 117,000 00 
Provision for payment of final dividend 

it the rate of 16 per cent. per annum 
Balance carried forward 










465,000 000 
341,263 331 






2,216,645 ¢ 
















Cr. CE. MM 
Gross profit for the year ended December 

31, 1950, after providing for depre 

ciation on buildings and furniture, for 

rebate of discount, for doubtful debts, 

ind contingencies I, 
Balance brought forward from last year 








597,530 157 
319,109 $23 









2,216,645 980 


(Sa ee 







Addressing the meeting, Aly Shamsy Pasha, 
the president, said : 








INTERNATIONAL SITUATION 







The war in Korea and its consequence, the 
rearmament of the Atlantic Pact countries 
has greatly changed the economic factors of 
the world situation During the first six 
months of 1950 the progress made the previous 
vear in the field of production had so far been 
consolidated that a certain stability was 
appearing. This recovery was evidenced by an 
expansion of trade, both between countries 
of the western hemisphere and in the interior 
of Europe, between countries receiving Mar- 
shall aid. The European Payments Union was 
to contribute to the development of this ten- 
dency and to permit the gradual removal of 
restrictions upon foreign trade. We were in 
sight of the normalisation of trade and the 
restoration of currency convertibility, at least 
among the European countries. Briefly, the 
increase in production and the wise devalua- 
tion of the pound in September, 14949, as well 
as that of other currencies, had borne fruit 

The war in Korea abruptly altered these 
promising perspectives. 

First of all, there has been the steep rise in 
the prices of the raw materials required by 
factories producing arms and military equip- 
ment, a rise in prices aggravated by a race to 
build up stocks. Nevertheless, this movement 
will have a certain beneficial effect on the 
monetary plane since it caused a marked de- 
crease in the scarcity of dollars and a relative 
hardening of the European currencies, includ- 
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yw sterling. It will perhaps not be of long 
uration but the fact is worth mentioning. 
On the other hand, the United States is 


engaged upon an intensive rearmament pro- 


sramme, which should result in a general rise 
internal prices, and this rise in prices is 
xely soon to be passed on to other countries, 
nd particularly to those associated in the 
mmon defence plan. The expansion of the 
effort will involve military expenditure 
zusing, on the one hand, an increase in the 
monetary circulation, and, on the other hand, 
reduction in the supply of consumer pro- 
icts. In certain countries sterilisation of this 
acreased purchasing power already constitutes 
major problem, and measures such as 
ationing, fixing of price ceilings, freezing of 
salaries and restriction of credit have been 
ntroduced. However, it is doubtful whether 
hese measures by themselves are adequate, 
nd practically everywhere the financial 
\orities are pressing to get extra taxation 
ted. The problems which henceforth face 
s are those of a war economy. 
Naturally, the situation which has developed 
throughout these great producing countries 
has had more or less immediate repercussions 
2 the economy of Egypt. But it is necessary 
discern the disturbing factors which are 
likely to last some time, and which are of a 
type likely to alter more profoundly the already 
numerous economic problems of the country 


SITUATION IN EGYPT 
One of the first consequences in Egypt has 
wen the general rise in prices. At the beginning 
{last year these already showed a tendency to 
rise, which must be attributed to the high prices 
fcotton during the 1949-50 season, the effects 
the devaluation, and the rise in the price of 
mported goods. By February of last year the 
rise had become consolidated in our price 
cture, and caused the general increase in 
cost-of-living allowance decreed by the 
Government. Fears engendered by the crisis 
1 Korea helped to accentuate the rise, which 
to-day has reached alarming proportions ; the 
ndices of wholesale prices and the cost of 
ving, which were respectively 376 and 306 in 
December, 1950 (1939=100), have already 
xceeded the peak levels prevailing at the end 
the last war. The exceptional cotton prices 
ring the present season (1950-51) are cer- 
tainly not calculated to have a healthy in- 
ence on our price level 
INFLATION 

Our economy to-day reflects all the charac 
ristics of inflation, the causes of which must 
found not only at home but abroad. It is 
ttainly not due to budgetary deficits, al- 
ugh the diminution of the State reserve 
has contributed to the increased pur 
lasing power. Unfortunately, this has coin- 
led with our poor harvests of wheat, maize, 
nd beans last year. The result was a rise in 
price of local foodstuffs, which caused 

dship, particularly to the poorer classes 
But factors originating abroad have had a 
steater, if not a decisive, influence. Our 
ssregate foreign trade (imports plus exports) 
Presents nearly 50 per cent. of our national 


income, which would be in any circumstances a 
very high proportion, and gives an indication of 
the degree to which our local market absorbs 
and reflects the fluctuations in international 
prices. Thus, if account is taken that during 
the last year world prices of the raw materials 
of which we are consumers have increased 
40 per cent. or more, and that the price of our 
cotton, which approximates in value to one- 
quarter of our national income, had risen 
100 per cent. during the present season, it is 
not surprising that the rise of prices has become 
contagious and is spreading over the whole 
range of consumer goods. 

The consequence is a corresponding demand 
for money, which causes an increase in the 
note issue. For this reason it can be said that in 
present circumstances the increase in our 
monetary circulation is rather the result than 
the cause of the rise in our prices. In fact, our 
wholesale price index increased 21 per cent. 
between December, 1947, and December, 1950, 
while the total value of notes in circulation 
and private deposits in banks increased only 
17 per cent. from £E.332 million in December, 
1947, to £E.387 million in December, 1950. 
To cite another example, the total debits to 
current accounts in banks and the volume of 
transactions by cheque rose during the years 
1949 and 1950 by 45 per cent. and 40 per cent. 
respectively, while the volume of private 
deposits remained practically stationary. In 
other words transactions took place on the 
basis of increased prices, though the aggregate 
means of payment did not increase to an equi- 
valent extent ; it was the velocity of circula- 
tion of banknotes and deposits that increased. 

Faced with an inflation of prices due to 
external rather than to internal causes, it 
would appear that the remedies which can be 
applied are few. 

Price control can only be successful when it 
is effectively enforced. Otherwise more harm 
than good is done. The co-operative move- 
ment certainly helps to lighten the family 
budget, but time is needed for it to spread. 
Better results could be obtained if the basic 
problems were attacked. 

Our agricultural production should be 
increased, if only to begin with, by raising the 
productivity of our rural labour. Likewise, 
the means of transport and of distribution 
should be improved. 

The average of our Customs duties on 
imports amounts to-day to 30 per cent., 
representing a protectionist policy which is 
somewhat dangerous for a country where the 
distribution of wealth is so unequal. 

Finally, the State expenditure should remain 
within reasonable limits. Lavish and unpro- 
ductive expenditure is not only out of pro- 
portion to the poverty of the mass of the 
population, but also contributes to swell 
inflation. Increased taxation is never accepted 
gladly, but the taxpayer has the right also to 
expect clear proof of drastic economies in the 
handling of public funds. This is still one of 
the best ways of fighting the high cost of 
living. 

3ut, in fact, the root of the trouble lies in 
the inadequacy of our total production for a 
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srowing population, aggravated by the un- 
equal distribution of the national income. We 
realise that the task of reform is ambitious 
Nevertheless the Government should keep it 
in mind and pursue a policy in that sense with 
determination and continuity, without which 
iny other remedies, however useful they may 
be, are in the last resort only palliatives 


COTTON 

The year 1950 will be remembered by the 
Egyptian cotton traders as one of the most 
erratic they have known. Rarely have prices 
fluctuated within such wide limits. At times a 
f speculation and manipulation of 
contracts took hold of the market, thereby 
rendering the execution of genuine operations 
very difficult and often risky. Between the 
beginning and the end of the year 1950 the rise 
in short and long staple cottons amounted to 
than £E.10 per cantar he causes 


fever 


no less 
were various 

First of all, a small but powerful group 
established something like a monopoly of the 
short staple market Ashmouni rose from 72 
tallaris in mid-March to 112 tallaris at the end 
of April, falling again to 73} tallaris in Sep- 
tember, the beginning of the present season 
Karnak then stood at 88 tallaris and the posi 
tion again became sound It was at that 


moment that the increase of the cotton export 
tax from 4} to 9 tallaris per cantar, announced 


six months ago, Was introduced 


The situation was completely changed by 
the first estimates of the American crop and 
then by that of our own crop. While a crop of 
12 million bales had been expected in_ the 
United States, it was announced that it would 
amount to only 1o million. In regard to our 
own crop, instead of to} million cantars (a 
little more than 1,300,000 bales) as anticipated, 
it was estimated at only 9 million cantars. In 
fact, the Egyptian crop was to prove even 
less than this and, according to the latest 
estimates, it should not exceed 8} million 
cantars 

Chen, in October, the United States imposed 
restrictions on cotton exports and limited them 
to 34 million bales at first until March and 
then until April, 1951. Following three months 
f hostilities in Korea, and heavy purchases of 
cotton tor rearmament purposes, this measure 
ontributed to a fresh rise in our prices, which 
reached 138 tallaris for Karnak at the end of 
December, and 130 tallaris for Ashmouni, and 
have since gone to much higher levels, parti- 
cularly for Karnak. On the basis of the average 
price for this season, the present crop must be 
worth more than 200 million pounds 

rhe financing of a crop which fetched such 
high and reached the ginning 
factories three weeks earlier than usual 
taxed the lending capacity of the commercial 
banks Pressure became more heavy by the 
middle of October, and banks and export 
houses had recourse to us. Here is the extent 
we have assisted the market 
On December 15 total amount 
credits extended to banks and to our 
amounted to £E.42} million against 


prices which 


soon 


to which 
1950 the 
of the 


lients 


£E.18 million a year before. On that date, 
these same banks and clients had drawn 
4.26 million, leaving them an option to dray 
on the balance of £E.16} million. Up to th 
middle of March this year the situation had 
not changed much, and it appeared as if ow 
advances would remain at a high level for 
some time. It cannot be denied that at certain 
moments of the season there was a shortage of 
credit, but the difficulties have been greatly 
exaggerated. The figures I have just quoted 
furnish the proof. Moreover, the rate at whic] 
exports went out indicated that at the end of 
the year the financial situation was distinctly 
easier. 

On March 1951, Our exports amounted t 
4,252,000 cantars against 4,715,000 cantars at 
the same date the previous year. The United 
States, India, France and Germany reduced 
their purchases but Great Britain bought 
more than four times as much as last year. 


\t the beginning of January, the cotton 
export tax was again doubled and _ to-day 
stands at 18 tallaris per cantar. Sound reasons 
can be adduced in favour of this increase 
Nevertheless, it was hardly fair to apply this 
measure suddenly in the middle of the season 
particularly as previous official declarations 
had given assurances that the tax would not 
be increased 


It is difficult to express an opinion upon the 
prospects of the coming season as it depends 
largely on the volume of the American cotton 
crop. It must be assumed that every effort 
will be made to attain 16 million bales in 
1951-52, aS was the case in 1949-50. But for 
that it will be necessary to plant a surface of 
approximately 30 million acres, which will b: 
difficult in view of the probable shortage oi 
labour in a situation described as “‘ a state of 
emergency. On the other hand, our statistical 
position appears favourable, as regards prices 
with a ‘‘ carry-over ’’ for the commencement oi 
next season which is estimated at not more than 
one million cantars, the lowest figure since 
1937. None the less one must not lose sight 
of the fact that our Ashmouni 
{k.10 more to-day than the corresponding 
grade of American cotton, and that this 
difference can be maintained only to the extent 
to which American exports are subject to 
restrictions. Moreover, when our prices reach 
such high levels, sharp falls are to be expected 
as witness the recent fall of 20 tallaris in two 
days on the Alexandria market. Rumours such 
as those about our next crop spread rapidly 
and cause heavy liquidations of speculative 
positions which are not offset by a real com- 
mercial demand. Nevertheless, the position 
remains strong, especially that of Karnak. In 
fact, so strong that it has been suggested that 
the Government should purchase, by means 01 
requisitioning, the entire 1951-52 crop and 
then arrange its sale direct. 


costs over 


Without embark- 
ing upon such a controversial subject, it may be 
said that, whatever fiscal and social advantages 
this proposal may offer, an operation on such a 
scale would present technical problems 0! 
unusual dimensions, including that ot financing 
in particular 
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CAPITAL MARKET AND STOCK 
EXCHANGE 

[It can certainly be said that, thanks to the 
price of cotton and in spite of the great fluctua- 
tions in the rates, Egypt has once again 
ee ed a year of prosperity. Nevertheless, 
it must be observed with regret that certain 
sections of the country’s economy have not 
benefited from this general increase in the 
national income. In fact, as regards industry 
to some extent, and to a greater degree as 
regards the capital market and the Stock 
Exchange, the year 1950 was rather dis- 
appointing As in the past, the increase of 
income from agriculture continues to be spent 
either on the purchase of land or on construc- 
ion of buildings, or on luxury products. The 
reluctance to invest in stocks and_ shares 
remains one of the principal causes of the slow 
development of our economy Apart from 
engrained habits which it should not be im- 
possible to correct, it seems as if a feeling of 
insecurity weighs upon the market due to a 
defective system of taxation and _ certain 
provisions of recent laws. In any case, it 
detracts from a harmonious development of 
the various activities of the country. 

It is true that, since the beginning of the 
year, the danger of an outbreak of war has 
provoked a marked recovery on the Stock 
Exchange but this renewed activity seems, at 
times, inspired by speculation rather than, so 
far as industrial stocks and shares are con- 
cerned, by an actual increase in production and 
sale of manufactured goods. As regards the 
capital market, apart from a few cases of 
initiative in the creation of new enterprises, 
the unmistakably weak quotations of our 
Government securities reflect without doubt 
a lack of confidence most detrimental to the 
economic life of Egypt. 


NOTE ISSUE 

At the end of December, 1950, the issue of 
bank notes rose to £E.191 million, that is an 
increase of {E.17 million above the amount 
issued at December 31, 1949. 

At the same date, our note circulation 
amounted to nearly £E.184 million, that is an 
increase of {E.18 million during the year 1950. 
During the month of August last year, the usual 
period of contraction, the note circulation fell 
to nearly {E.141 million. Since September, 
the rise in international prices, as well as those 
of our cotton and also the events in Korea have 
accentuated the seasonal tendency, and the 
circulation has steadily risen, although one 
may expect that its peak has nearly been 
reached. On March 14, the note circulation 
amounted to {E.182,700,000. Nevertheless, if 
account be taken of the fact that at the end of 
December, 1950, our wholesale price index 
Was 54 points higher than a year ago, represent- 
ing a rise of 17 per cent., the expansion in the 
circulation, amounting to 11 per cent. during 
the year, does not—as I said just now—appear 
to exceed the requirements of the public. 


FOREIGN TRADE 
Our foreign trade continues to rise in value. 
In 1950 our imports increased to the record 


figure of £E.213 million, an increase of £E.35 
million in comparison with 1949, and our total 
exports to £E.175 million, or £E.37 million 
more than during the previous year. The 
deficit in our foreign trade therefore amounted 
to approximately £E.37 million in 1950, as 
against /E.40 million in 1949. 

Great changes have occurred in the dis- 
tribution of our trade. As regards our exports, 
Great Britain again becomes our best customer 
with £E.38 million, against £E.24 million in 
1949. India, who occupied first place, fell back 
in 1950. The United States, on the other hand, 
increased their purchases from us fourfold, and 
with £E.15 million take third place in the list of 
our customers. Our commercial trade balance 
with America becomes favourable and amounts 
to nearly £E.3 million. On the other hand, 


our exports to the U.S.S.R. have more than 
doubled and amount to nearly £E.9 million. 
The same applies to our exports to Switzerland, 
which totalled nearly £E.6,500,000, leaving a 
balance in our favour of £E.3 million. 


Our cotton exports rose to 8,600,000 cantars 
in 1950, valued at approximately /£E.150 
million, against 8 million cantars in 1949, 
valued at £E.106 million. These figures go 
to prove the degree to which the price of our 
cotton has increased from one year to the 
other. 

As regards imports, the most important 
change is furnished by France, who, with 
{E.22 million, or double that of 1949, becomes 
our most important supplier after Great Britain 
whose exports to us have reached £E.41 
million. There has been an increase also in 
our purchases from Australia, the US.3:.K. 
and Germany. 


BALANCE OF PAYMENTS 

It is early yet for us to give with any pre- 
cision a picture of our balance of payments, 
but indications show provisionally that there 
wilt be a deficit amounting to nearly £E.13 
million. If this figure is below the deficit in 
our visible foreign trade it is due to the income 
from items styled “ invisible,’’ such as Suez 
Canal Company receipts and British military 
expenditure to which the difference can be 
ascribed. Our sterling balances have fallen by 
approximately £E.30 million owing to the 
increase in our purchases payable in sterling, 
while the quantity of gold and American 
Treasury Bills which we hold has increased by 
nearly {E.33 million. Our liabilities in respect 
of non-resident accounts show an increase of 
more than £E.7 million, and our assets in 
foreign exchange other than sterling have 
diminished by over £9 million. 

Our balance of payments deficit, occurring 
almost annually since the end of the war, has 
been caused this year, principally, by large 
purchases of material necessary for renewal of 
our re-equipment, both civil and military, as 
well as by payments made in advance for future 
delivery of food supplies. There is nothing 
to be said against this continued drain on our 
foreign exchange resources, in so far as it 
permits us to make good the arrears of equip- 
ment during the war years, or so far as it 
contributes towards keeping down the rise in 
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prices. Nevertheless since 1946, that is during 
tive years, the aggregate deficit in our balance 
of payments amounted to more than /E.50 
million, and this in spite of our very favourable 
otton If ever the present trend of 
prices for our exports should be reversed, we 
would be forced to our import policy 
urgently 


seasons 


revise 


STERLING BALANCES 
\fter prolonged discussions, it was agreed 
last summer that the principal provisions of 


the Anglo-Egyptian Agreement of March 31 
1949, should be extended for the calendar year 
1950, on the understanding that negotiations 


would be resumed later in the year with a view 
to the conclusion of a permanent or at least 
long-term settlement of these balances. Accord 
ingly, negotiations were resumed in London 
last November, and I am glad to say that an 
agreement in principle was announced a few 
days ago This agreement provides for the 
gradual release over a period, which may vary 
from 10 to 13 Vears, of million of our 
balances in No. 2 account / million will 
be released at once, on the completion of the 
of which about {14 million will be 
immediately into United States 
dollars. A further 410 million will be released 
unconditionally during each of the next nine 
years and further sums of 45 million, up to a 
total of £35 million altogether, may be released 
if and when our balance on No. 1 account 
requires to be supplemented These sterling 
releases will not be convertible into dollars, but 
British Government will facilitate the 
supply of oil products to Egypt against pay 


£150 


25 


agreement 
converted 


the 


ment in sterling up to a value of £11 million 
i year for 1o years The remainder of our 
sterling balances—about 480 million—are left 


settlement later, but we have the assurance 
that no portion of this sum will be reduced. | 


to be satisfied with the 


for 


there is reason 


wlieve 


veneral conditions of this agreement because 
t will at least avoid the renewal of the long 
ontroversies of the last few years, and will 
vive the country the assurance that, within a 


reasonable delay, the credits will be definitely 


liquidated 


It must be remarked that, -although the 
sterling liberated (apart from the /E.14 
million mentioned above) is not convertible 
nto dollars, the area over which sterling can 
le utilised to-day is very extensive Thus 
luring 1950, the value of our total foreign 
trade (imports plus exports) with the sterling 
irea amounted to 4F.146 million, but, in 
iddition, the trade which we settled in trans 
erable sterling amounted to another /E.119 


It is to be hoped that the use of sterling 
will continue to 





n international transactions 


<pand in the future 


THE BUDGET 
rhe general appearance of our public finan 
es remains sound, but at the risk of repetition 
we will say once again that, during the past 


few years, it has displayed a feature which is 
regrettable from the point of view of the 
onomic development of the country. Year 


ifter vear, the budgetary estimates forecast a 
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deficit which, at the end of the financial yea; 
nearly always turns out to be a surplus. \+ 
first sight this result is reassuring, but, i; 
fact, it not due to increased revenues 
retrenchment of expenses so much as to the 
non-utilisation of credits appropriated und 
the heading “new works,’’ which includes 
most of the expenses of the Five-Year Plan 
Thus, for the four financial years from 1946-47 
to 1949-50, the amount actually spent on ney 
works amounted only to 60 per cent. of th 
credits allocated for that purpose. In parti: 
lar, #E.37 million were set aside during thy 
four years 1946-50 for the Five-Year Plan, by: 
only £E.18 million were spent. These delays 
executing new works can only hamper t 
development of national production 

On the other hand, it is necessary to men 
tion that the Budget does not includ: 
destined for the purchase of certain supplies 
which, in fact, last year reached the substantial 
figure of approximately £E.60 million. This 
expenditure will for the most part be recovers 
by the resale of the goods, but it is none t 
less true that this accounting procedure tends 
to give an incomplete picture of total 
expenditure of the State. It is a procedw 
which, elsewhere, has often given rise to abus 
and it is desirable that Egypt should avoid 
this danger 

Ihe Budget the 
estimates receipts at 
expenses amount to 4E.206 million, represent- 
ing a deficit of £E.25 million to be covered 
from reserves. On March 1, 1950, the latter 
amounted to £E.8o0 million, of which a larg 


1s 


credits 


1 
the 


financial year 
fE.181 million, whik 


lor 1950-51 





part is already earmarked 
The lack of flexibility and the irregul 
income of receipts are apparent. Care 





now paid to this, and our fiscal 
policy should be in that directior 
Certain permanent of our Budgets 
such as the excessive proportion of our Custon 
receipts or the tax receipts from ag 
tural incomes ought gradually to disappear an 
enable a better equilibrium to be establish 
between the various sources of public receipts 
It should be noted that the financial year 
future, will commence on July 1 instead 


attention 1s 
asserted 


aspects 









low 


on March 1 \n interim Budget to cover t 
four months of the current year was recenth 
submitted to Parliament based on one-thr 
of the..1950-51 estimates and _ forecasting 
deficit of 4E.3 million. The increase, in t! 


cotton export tax, decreed on January 7 last 
and the increase in certain Customs dues, hav 
enabled the figures to be revised 
mated deficit to be cancelled 


and the est 


THE SUDAN 


The economic situation in the Sudan rema 
satisfactory. In 1950 the cotton crop amounte 
to approximately 1,341,000 cantars, of whi 
more than 92 per cent. were of the Sake! 
type The export of cotton and cotton set 
realised nearly £E.25 million. As regards gum 
arabic which, after cotton, the princi 
export product of the Sudan, the year 195 
Nearly 39,000 toms 








1S 


was also very favourable 
valued at /E.2,800,000, were exported last 


veal against 34,000 tons valued at 






{E.1,050,000 the previous year rhe average 
price of gum per ton was approximately /E.71 
against /E.50 in 1949 
Foreign trade rose in value and reflects the 
rise in price of the two main export products 
a Thus, in 1950, imports amounted to nearly 
5 re {E.27 million and exports to more than £E.33 

- ne leaving a favourable balance of more 
3 = » than {E.6 million—that is, 4E.3 million more 

949-4 than the balance of 1949 
— The present Budget covers a period of 18 
months closing on June 30, 1951 In future, 
the financial year will run from July 1. The 
estimates are as follows : nearly 4E 29 million 
ir receipts and £E.21 million for expenses. Of 

surplus which is not far below ¢E.8 million, 

3,500,000 are earmarked for the revenue 
equalisation account, and a like amount for the 
economic development plan 1951-56, which 
leaves a favourable balance of approximately 
£E.620,000 
" Among other projects there is one to heighten 

e Sennar Dam by one metre, thereby provid- 
ng additional storage of water on the Blue 
Nile suthcient to permit cultivation of 300,000 
feddans more, of which about one-third can be 
planted in 1951. 

The most important event of the year was 
the termination of the concessions granted to 
Plantations Syndicate and the 
Kassala Cotton Company, Ltd., which have 
been taken over by the Government. To man- 
we them the Government have set up the 
Sudan Gezira Board, on which the principal 
nembers of the staff administering the old 
ompanies have been asked to serve. The con- 
tinuity of management and administration are 
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sheet which we 

amounts to 
increase of about 
the total at 
This increase 


balanc« 
to-day 
showing an 
compared 
1949 
price of cotton and the increasingly 
nportant part played by the National Bank in 
e financing of the cotton crop 
On the liabilities side the account of the 
vernment shows a 
due largely to the 
other 


LE.209,001,983 
iE 24,500,000 
December 31, 


with 
reflects the 


rise t} 
be) a | trie 


decrease ol 
pur hase of 
products such as sugar, 
cost-of-living 
Government officials 

asury ount of the 
vernment has risen by no less than /E.20 
million, making a total of £E.60 million, owing 


the expansion of the note issue 


is well as to the increase of the 


bills spec al acc 
an rem 
yamount 


or Wl : 
Sakel Our deposits from the public stand at almost 


€ same figure as last vear, while the account 


otton set ee 
WSs an increase ol 


the Sudan Government sh: 
nearly 4E.3 million 
\lthough the accounts of bankers in Egypt 
register an increase of some /E.7 million, it 
must be noted that we have granted advances 
na large scale against securities to some of the 


‘gards gut 
principal 
year 105 
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yorted last 
alued 


local banks in order to assist them in financing 
the cotton crop. 

Acceptances are up by £E.8 million due to 
credits opened for purchases by the Egyptian 
Government 

On the assets side, Government securities are 
lower by over {E.6 million. It should be noted 
that this item includes the American dollat 
Treasury bills, which we have purchased on 
behalf of the Central Exchange Control 

rhe total of our advances shows the very 
marked increase of about 4E.14 million due 
entirely to the assistance given by the bank 
for financing the cotton crop. Advances on 
merchandise have increased by £E.6 million 
and advances against securities by £E.7 million 

Foreign bankers’ accounts, which include 
our holdings of foreign exchange on behalf of 
the Central Exchange Control, are lower by 
some £E.7 million due to purchases of gold and 
American dollar Treasury bills. In this con 
nection there is a new heading in the balance 
sheet—that of gold--amounting to 
million. This gold was previously deposited 
with the Federal Reserve Bank of New York 
at the request of the Government this gold ts 
now deposited in our vaults. 

The item ‘ buildings’ remains unchanged 
at £E.100,000. We have completed all our 
major building operations at head office as well 
as at Khartoum. The entire expenditure has 
been written oft 

Our profit and loss account shows earnings 
at (E.1,897,530 as against 4E.1,793,007 for the 
previous year. On the other hand, our expenses 
amount to £E.1,277,734 as against #F.1,189,527 
in 1949. The increase in our expenses is thus 
/E.88,208 and is due to augmented salaries and 
allowances of the. staft Taxation on our 
buildings and warehouses has increased con- 
siderably but the incurred for the 
upkeep and repair of our premises are less than 
those of last year 

The net profits amount to £E.607,153 against 
£F.589,730 in 1949, which enables us to pro 
pose the distribution of a dividend similar to 
last year, namely, 20 per cent. per share. This 
distribution will absorb and leave 
to be added to the carry forward 
You will, no doubt, recollect that the conver 
sion of our capital and reserves irom pounds 
sterling into pounds Egyptian will require an 
additional £E.150,000 which will be taken 
from the carry forward 

Last year I referred to the marked fall which 
had taken place in the value of some of ow 
securities on the London market. I am pleased 
to say that some of the depreciation has since 
been recovered, although events in the Far 
East have not allowed the full effects of the 
improvement of the pound sterling to be felt 
We have again made a generous allocation to 
our inner reserves against depreciation of our 
portfolio, and I am glad to say that the margin 
between the market value of our securities and 
the figure shown in the balance sheet is now 
very substantial 


£E.15 


expenses 


f I..585,000 


{E.22,000 


THE BANK 
Gentlemen,—Parliament has now approved 
the law conferring upon us the status of the 
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of Egypt. The new statutes were 
submitted to you previously at the extra- 
meeting of June 30, 1950, and you 
terms unanimously \s 
vou are aware, the National Bank has, for a 
me time been carrving out the principal 
inctions of a central bank, without its status 
s such having been legally established. This 


Central Bank 


rdinary 
en approved their 


sap has now been filled, and we are proud of the 


nfidence placed in us. It is unnecessary fo 
fully conscious of the 
tigations devolving on us under the terms 
the new Charter. While the high policy in 
gard to currency and credit will be settled by 


supreme 


to say that we are 


committee, on which we shall be 
but where the Government, as 

nly right, will have the decisive voice, in all 
ver domains the autonomy of the bank 
mains assured and | do not doubt that the 
gh traditions established by the bank will be 
iintained in future under the 
\ccording to the provisions of the 
tatutes certain 
le Hiere are 
particular interest to vou 


epresented 


new régime 

new 
must be taken 
some of them which 


decisions 


1) The Bank 
1ust automatically be converted into Egyptian 
pounds as soon as the law has been passed 
{his operation will be ettected by drawing upon 
the carry forward. After receipt of due notice 
you will have to present your shares to our offices 
in Cairo, Alexandria, or London, or at certain 
banks abroad, in order to have them stamped 
2) The five-year mandate of our present 
vovernor, Sir Frederick Leith-Ross, expires on 
May 11 next. I cannot adequately express the 
eratitude we feel for the distinguished services 
which he has rendered to the bank during this 
period. His term of office at the bank has 
been marked by his capacity, his strong per- 
sonality, and the sincerity of which he has 
given proof when called upon to defend the 
financial interests of Egypt. 

For that reason your Board has been anxious 
to have the benefit of Sir Frederick's valuable 
experience, even after his retirement from the 
bank ; and at our suggestion has agreed to be 
consulted, if the bank so desires, particularly 
in regard to the management of our foreign 
portfolio 

{3) For the appointment of deputy governor 
vour Board, in accordance with Article 24 of 
the Statutes, must propose two candidates to 
the Government, of whom the Council of 
Ministers will choose one for the appoint ment 

In addition, certain provisions of the new 
Statutes must soon be implemented They 
oncern the cover of the note issue, the form in 
which our weekly position shall appear, and 
the minimum rates at which we shall rediscount 
various types of bills 


capital and reserves of the 


THE BOARD 


Since the last assembly a number of changes 

ive taken place among the members of the 
Board 

Sir Edward Cook, who was one of our most 
brilliant governors and that post 
during the to years prior to the war, and who 
was elected as a member of our Board in April, 
1946, retired in April 


occupied 


1950, for reasons of 


health While regretting his departure from 
Egypt, we would like to express to him our 
sentiments of gratitude for his helpful colla- 
boration with the bank. 


It was also for reasons of health that Mr 
\. C. Hann tendered his resignation in \pril 
last. Mr. Hann, as you know, made his whole 
career at the bank where he ended by « ccupy- 
ing the functions of sub-governor, in which 
capacity he particularly distinguished himself 
He was a member of the Board during 11 vears 
and we shall remember him as a wise and abk 
colleague. We address to him also our best 
wishes for good health 

Your Board elected two new 
May whose nomination is to-day sub- 
mitted for your approval. They are Mr. Marcel 
Vincenot and Sir Cecil Campbell. Their names 
are too well known for me to require to empha- 
sise the value of their counsels 

Mr. Vincenot, president of the Crédit Foncier 
Egyptien and the Compagnie d’Assurance ‘‘ Al 
Chark,”’ will bring to our deliberations the 
fruits of his long and valuable experience of 
affairs in Egypt, and his profound knowledge 
of one of the most important sections of 
Egypt's economy. As regards Sir Cecil Camp- 
bell, during his long stay in Egypt he has 
displayed high intellectual and administrative 
qualities both in matters of finance and in other 
activities over which he has presided You 
will agree that we could not have made a 
better choice 

According to the terms of the new Statutesall 
members of the Board must reside in Egypt, 
and it is for that reason that Sir Otto Niemeyer 
leaves us. His retirement ends a mandate of 
22 years during which he has been closely 
connected with the management of our foreign 
portfolio, and I wish to stress how much we 
have appreciated his eminent qualities as a 
financier. I am sure you will wish to associate 
yourselves with us in expressing our geatitude 

On the other hand, quite recently we invited 
two new members to join the Board—namely, 
H.E. Hassan Kamel El Chichiny Pasha 
chairman and managing director of the Crédit 
Agricole et Coopératif d’Egypte, and HE 
Sami Ragheb Pasha, who is at present a 
director of the Société Misr pour la Filature 
et le Tissage, of the Société Misr pour 1’Egre- 
nage du Coton, and of the Crédit Agricole et 
Coopératif d’Egypte. At the head of an 
institution which has made great strides during 
these last years, Chichiny Pasha has shown 
qualities of straightforwardness and method, 
which assure us of the value of his counsels 
Sami Ragheb Pasha made his whole career at 
the Ministry of Finance, where he occupied 
with competence the f ~=Under- 


functions of 
Secretary of State. His co-operation will be 
of the greatest use. 


directors, in 


1950, 


The nomination of these 
two new directors is also submitted for your 
confirmation. 

Moreover, my mandate as director expires 
to-day and the Board have kindly invited me 
to present myself for re-election 

Finally, I would render homage to the staf 
who continue to give proof of constant fidelity 
and diligence 

The report and accounts were adopted. 
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ARAB BANK LIMITED 


SUSTAINED PROGRESS 


HE ordinary general meeting of the 
Taee Bank, Ltd., was held on March 16, 
195! 

The following are extracts from the report of 
the Directors on the report and accounts for 
the vear ended December 31, 1950: 

\ glance at the contents of the report and 

» figures embodied therein reveals to you 
ie continued and sustained progress achieved, 
and the extension of the services of the Bank to 
ye various Arab countries This has been 
attained despite the acute crisis confronting 

world to-day and the difti ulties encoun- 
tered last year 

The widening cleavage between the two 
vorld political camps and the intensification of 
the crisis in the Far East have profoundly 
affected the disturbed political and economic 
situation of the world during the year under 
review. 

It is only natural that the prevailing condi- 
tions in the world should have a marked effect 
m the economy of the Middle East. The 
unsettled world conditions and the rise in the 
price of imported commodities have greatly 
udded to the economic difficulties of the region. 

\ United Libya combining Tripolitania, 
Cyrenaica and Fezzan has recently emerged. 
We have already arranged for the registration 


of your Bank in Libya, and approval ot the 
authorities has also been obtained. The neces- 
sary steps for the establishment of two branches 
in Tripoli and Bengazi will be started as soon 
as conditions permit. Furthermore, arrange- 
ments have been made for the registration of 
the Bank in the Sudan, with a view to opening 
two branches ; one in Kartoum and the other 
in Port Sudan. It is our earnest hope to be 
in a position before long to extend our banking 
services to all Arab countries and beyond. 


PROFIT AND DIVIDEND 

The earnings for the year 1950 amounted to 
JD. 560,346. Expenditure including salaries, 
gratuities, depreciation, the writing off of 
doubtful debts, all reserves and other expenses 
amounted to JD. 407,210 

This leaves a net profit for the year of JD. 
153,136. Adding this amount to the profits 
brought forward from the previous year 
amounting to JD. 10,733 the balance of profits 
stands at JD. 163,860. 

The Board of Directors recommends the 
approval of the distribution of JD. 0.600 
(15%) net dividend per share, Founders and 
Ordinary alike. To secure the payment of 
this dividend amounting to JD. 165,000, the 
Board waives its right to take as remuneration 
5% of the profits distributed, reduces the 
remuneration to JD. 7,500, and reverts to 
certain reserves of the Bank from which the 
sum of JD. 9,000 is transferred to the Profit 
Account. After payment of dividend and 
remuneration, there remains a sum of JD. 
618 to be carried forward. 





Security with Profit — since 1875 


The Leicester Temperance Building Society offers liberal 


house 
both 


advances for 
facilities to 


purchase, 
the large and small 


investment 
Paid-up 


and attractive 
investor. 


shares of £25 each are issued up to a maximum individual 


holding of £5.000 at an interest rate of 2}°, 


income tax paid. 


Further particulars supplied on request. 


Assets £9,000,0€0 


Reserves £448,000 


LEICESTER TEMPERANCE 


AND 


CENERAL 


PERMANENT 


BUILDING SOCIETY 


Chief Office: 13-15 BELVOIR STREET, LEICESTER 


Agencies in many principal towns. 
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THE EMPLOYERS’ 
ASSURANCE 


CONTINUED SATISFACTORY 
EXPANSION 


LORD COURTAULD-THOMSON’S 
REVIEW 


HE seventieth annual general meeting of 
The Employers’ Liability Assurance Cor 
poration, Ltd be held on May 16 in 
London 
The following is an extract m the state 
ment by the chairman he Rt. Hon. Lord 
Courtauld-Thomson, K.B C.B., which has 
been circulated with the report and accounts 
for the year ended December 31, 1950 
fhe combined premiums of our group for 





1950 were / 20,930,730, an increase 145 530,547 
m those for 1949 


Fire é1.0260,002 





Motor : 236,249 
Workmen's compensa i4 

Other casualty ; 5 

Marine ; £57 

Life $1,527,447 


£ 20,930,730 


Phe corporation s underwriting profit fol 
the year was at 4537.7 of only moderate size 
compared with that of 1949, when the results 


were outstandingly favourable 





Our share of the life profit the Clerical, 
Medical and General Life Assurance Society 
amounted to £64,203 Che interest earned on 
our investments, after giving ettect to the new 
rates of exchange, rose t £60388 ,377 After 
making a contribution of 42% o the staft 
pension account and larging sundry othe 
expenses of £37,138, there is a total trading 
profit of £1,023, 304 The provision for United 
Kingdom taxation is 4542,407, and the net 
profit for the year is 4 480,807 We have appro 
priated t t t 


150,000 to Increase e provision tor 
inexpired risks in the fire accout 


rhe directors are recommending the payment 


a final dividend of 2s. 6d. per share, less 
income-tax, making a total dividend of 4s. pet 
share, less income-tax, for the vear Chis 
modest increase can hardly be said to conflict 
with the national policy noderation and 
restraint in these matters rhe net sum dis 
tributed by way of dividend for 1950 would 
then amount to /164,400, and the carry- 
forward in the profit and loss account would 
be increased by £166,317 to 47 30,806 
FIRE 

Che fire account again shows a good increase 

n premiums at 41,519,225 compared with 


1,165,706 in 19040 \ substantial portion of 
the increase is due to the transaction by the 
corporation of this class of business in the 
United States. Part of the fire insurance busi 
ness now being transacted there is on a long 
Because of this and the increasing 
long-term business written in 


term basis 
amount ol 


Canada, we are increasing the provision for 
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unexpired risks in part by the transfer 
£150,000 from the profit and loss account 

Results generally—particularly in the United 
Kingdom—have been good, and we realised a 
profit ratio of 9.7 per cent. on the whole fir 
account 

ACCIDENT AND GENERAL 

Motor business, again our largest Separate 

class, yielded /£7,2360,240 in premiums. Thy 





bulk of this came from the United States, wher 


our premium income showed an increase jp 
total, but a small underwriting loss resulted 

In the United Kingdom, results in the motor 
class were again unsatisfactory 

Premiums from workmen’s compensation 
insurance at 44,493,589 are higher in total by 
41,162,779 
~ The rest of the premiums in the accident and 
general account, derived mainly from personal 
accident, burglary, fidelity and public liability 
insurances, amounted to £5,429,371 

rhe total premiums in the United Kingdom 
show an increase of 8 per cent. on those oj 
1949, but our margin of profit was generally 
narrower \ notable exception was fire busi 
ness, where we had a satisfactory year 

In the United States our experience was less 
favourable than in 1949. Rates were on the 
whole lower, and losses, besides being mor 
numerous, were affected by inflation 

From our other branches and agencies over 
seas we received larger and, on the whole, mor 
profitable premiums. Canada, in particular 
with a steadily growing premium income, has 
produced good results 

Good figures have also come from Sout 
\frica, Australia and India 


LIFE 

Our associated life office, the Clerical, Medical 
and General Life Assurance Society, continues 
to do well, and has recently announced th 
result of its valuation for the five-year period 
ended on December 31 last. The divisibk 
surplus amounted to /1,357,200, of which, as 
owners of all the shares of the society, the cor- 





poration will receive £135,720 
New business for 1950 amounted t 
385,498, an increase of £928,840 on the 1949 


5 
figure; the life assurance fund improved by 
£853,820 to (19,320,054, and the combined life 


and capital redemption funds now stand at 


MARINE 
Our marine subsidiary the Merchants 
Marine Insurance Company, Ltd., made further 
The net 
marine premiums were £572,797; an. increase 
of £14,216, and the marine fund at the end 
the year amounted to £571,391, or 152 P 
cent. of the premiums 


progress in the year under review 


INVESTMENTS 

We have seen no need to vary the investment 
policy which we have followed for many yeats. 
Consequently, the general distribution 
our securities remains unchanged, Britis 
Dominion and United States Government 
holdings still forming 87 per cent. of the whole 
with comparatively short average maturities 
Taken at market values, our investments as 4 
whole show appreciation over book values 
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NORTH BRITISH & 
MERCANTILE 
INSURANCE 


SATISFACTORY OUTCOME OF 
OPERATIONS 


HE annual general meeting of North 
past & Mercantile Insurance Company, 
Limited, will be held on May to 

The following is an extract from the state- 
ment issued by the Chairman, The Rt. Hon 
Lord Brand, C.M.G., D.C.L., in connection 
with the accounts for 1950: 

In the Fire Department we have again had 
a most satisfactory year Our 1950 Fire 
income was £14,019,209 compared with 
£13,152,5090 Im 1949-—-an Increase of very 
nearly /1,500,000. Losses amounting to 
{6,238,409 absorbed 42.07 per cent. of income, 
an improvement of 1.26 per cent. on the 
already satisfactory ratio of the previous year 
Commission, expenses of management and 
overseas taxation amounted to 46,402,551 
43.79 per cent. of income, compared with 
16,115,190 representing 460.50 per cent. In 
the previous year. The profit transferred to 
the profit and loss account amounts. to 
11,391,504, being 9.52 per cent. of income. 

Casualty Department._-This largely repre- 
sents the business of the Railway Passengers 
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Assurance Company and the business as a 
whole has produced premiums of £3,761,624, 
being £262,175 in excess of those for 1949 
Losses amounted to £1,884,838 (50.11 per 
cent.) against 41,717,538 (49.08 per cent.) and 
commission, expenses and foreign and colonial 
taxes were $1,427,972 (37.90 per cent.) com- 
pared with £1,323,112(37.81 per cent.) in 1949. 
The underwriting profit is £343,943 (9.14 per 
cent.) 

Marine Department 
year amounted to f against 
£1,661,200 in 1949. We have transferred 
£214,542 from our Marine Fund to Profit and 
Loss Account. 

Life Department.—The year 1950 has wit- 
nessed a considerable expansion in our new 
business figures. The total amounted to 
#11,510,746, after deduction of reassurances 
and this compares with the preceding year’s 
figure of 48,258,500. It constitutes a record for 
the Company, even if we deduct Group 
Assurances which totalled 44,630,514 against 
£1,862,075 in 1949 

The directors are recommending the pay 
ment of 8s. 6d. per share, less income tax. We 
have given careful consideration to this 
question and have been guided by two prin- 
ciples, first that due “ moderation and _ re- 
straint ’’ should be shown, and second, that 
shareholders are entitled to just as much 
consideration as any other class of the com- 
munity. If the company, which they own, 
prospers, they are entitled to their due recom- 
pense just as they haye to bear the loss in 
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41,550,292 
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OTTOMAN | Confederation Life 


(Incorporated in Association 
BANK (75 | 
—— aw 8 Reports to its Policyholders 
FOUNDED 1863 | Another Record Year for 1950 


CAPITAL - £10,000,000 Paid to living policyholders £3,402,365 


PAID-UP - £5,000,000 | Paid to beneficiaries of 
deceased policyholders £1,449,185 


: k New Life Insurances - - 32,962,636 
he Bank transacts every Total Life Insurance in force 277,920,575 
description of English and 


Foreign Banking Business. The Company ended the year with the 


best record in its history for volume of 
New Life Insurance, gain for the year, 


BRANCHES throughout TURKEY and the ae : 
and volume of Life Insurance in Force. 


NEAR EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS, JORDAN and ISRAEL. | STRENGTH - STABILITY - SECURITY 


Affiliated Institution in Syria and > a ‘i 
Lebanon: BANQUE DE SYRIE ET DU Confederat 10h Life 
LIBAN. Association 


(Incorporated by Act of Parliament of Canada i 
LONDON 20/22, Abchurch Lane, E.C.4 1871 as a Limited Liability Company) he 
MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer Chief Office for the United Kingdom : 

MARSEILLES 38, Rue St. Ferreol 18 PARK LANE, LONDON, W.1 


CASABLANCA 1, Place Ed. Doutte Head Office: TORONTO, CANADA 
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Gg 39 AUSTRALIA 


oeLLe 
and NEW. ZEALAND? 


If you are interested in this trade or in the development of industry in 
these Dominions, you will find it worth while to visit Stand W. 16 
at the British Industries Fair ( Earls Court). The Bank of Australasia 


has set up an information centre there, at which a fully qualified 
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staff, including representatives from Australia and New Zealand, 


will do their best to answer your questions. 


THE BANK OF AUSTRALASIA 


Incorporated by Royal Charter 1835) 


Head Office: 4 Threadneedle Street, London, E.C.2 
Manager: G.C. Cowan 
Strand Branch: 263 Strand, London, W.C.2 
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